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Chapter 1 


INTRODUCTION & 
CONSTRUCTION 


Hi, I am Prashant...your friend in this wonderful journey of learning 
Point & Figure technique of market trading and analysis. It is good if 
you know nothing about P&F when reading this book, because I will 
explain everything right from the beginning. I hope you enjoy the 
process of becoming a proficient P&F analyst and a trader. 


1.1: INTRODUCTION & CONSTRUCTION 


Broadly, there are two types of market analyses: financial and 
technical. Financial or fundamental analysis is about understanding 
the business of the company, its balance sheet and other financial 
reports and studying the micro- and macro-economic factors. 
Technical analysis, on the other hand, studies the behavior of the 
price action and the demand-supply equation based on it. 


Below are the basic tenets of technical analysis, from the classic 
work by Robert D. Edwards and John Magee, Technical Analysis of 
Stock Trends: 


1. The price moves in trends, and a trend will continue until 
reversed. 


2. Stock prices are determined by the interaction of demand 
and supply, and the shifts in them cause the reversal in 
trends. 

3. Price discounts everything. Shifts in demand and supply can 
be detected in charts. 


4. History and chart patterns tend to repeat themselves. 


Line, bar and candlestick charts are very popular among technical 
analysts. Image 1.1.1 explains their construction. 
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Image 1.1.1: Line, bar and candlestick 


Line charts are drawn by connecting closing prices. In bar charts, 
a bar is bullish when its closing price is higher than the earlier 
period; it is bearish when closing price is lower. For candlestick 
charts, a candle is bullish when close of a period is higher than open, 
else it is bearish. 
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Image 1.1.2: Price and time chart 


Image 1.1.2 shows a price and time chart. There are two 
dimensions to these charts: price and time. In these charts, time is 
plotted on the X axis and price on the Y axis. They can be a viewed 
on different time frames such as daily, weekly, monthly or even 
intraday time intervals such as 60 min, 30 min, 15 min, etc. Two- 
dimensional charts move with the passage of time. 


Point & Figure 


Point & Figure (P&F) charting has a long history and is known to be 
the oldest charting method. It was very popular before computers 
came into existence. Bar and Candlestick charts gained more 
popularity due to simple plotting and the availability of software 
platforms. We are quite used to these modern charting methods 
today; in fact, most techniques of technical analysis are designed 
using them. 


But P&F has its own place and is also being actively and 
successfully implemented today. The recent advancement in 
technology has made it possible to explore the clarity and simplicity 
of P&F. It is a complete charting system, objective in nature and 
applicable on all types of financial instruments. In fact, because there 
is more objectivity and science that makes me call P&F charts a tool 
relevant for the next-generation. 


P&F is one of the noiseless categories of charting techniques. 
Noiseless, because it filters out unnecessary data and presents a clear 
picture. It is also known as the timeless or one-dimensional chart 
because it only takes price into account while plotting. P&F 
formations help us in clearly defining the market structure over 
different time horizons. Clear formations remove the confusion 
while placing the trades and enable easy designing of strategies. 
Once understood and practiced, it would be difficult to trade or 
invest without the P&F charts. 


Let us begin with understanding their construction, which is the 
most important part of P&F analysis. I want you to spend enough 
time understanding the basics before moving on to patterns and 
trading. In my talks on P&F, people usually are more interested in 
knowing trade setups immediately; they don’t focus much on the 
basics and struggle later while discussing the trading strategies. 


Construction 


As mentioned earlier, P&F charts have a long history and an 
interesting journey that began from the figure charts. Unlike the 
usual candlestick or bar charts, P&F charts are plotted vertically. 
They are explained stepwise below. It is said that plotting of prices 


began from these charts, and I am sure you will find it very 
interesting to learn the method. 


Figure Charts 


Figure charts are plotted in the tabular format. We draw a line chart 
by connecting the closing prices of a particular time period. Instead 
of that, figure charts are plotted by writing the prices in the boxes 
that move vertically (see Image 1.1.3). 


Line chart Figure chart 


Image 1.1.3: Figure chart construction 


A line chart connects all the prices, even if the price has been flat 
or has not moved much. A figure chart moves only when the price 
moves by a particular predefined range; nothing gets marked if the 
price remains flat. That range or move must be decided by the user 
to plot the figure chart. For example, if a stock is trading at 100, we 
may decide to plot the price only when it moves by 1 rupee or 1 
point. So the next figure will be written only if the price moves by 1 
box or more. Any price move below 1 will be treated as insignificant 
and will not be plotted. Image 1.1.4 shows how the plotting will look 
if the price moves from 100 to 101. 
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Image 1.1.4: Figure chart construction 


If the price goes up further by 1 point to 102, it will be written in 
the next higher box. Note that it should be at or above 102 to qualify 
for plotting. New price will be written in the boxes as and when the 
price moves up by 1 point. If the price goes straight to 105, all the 
boxes in between will be marked. Image 1.1.5 shows the plotting if 


the price moves to 105. 


Tp 


Image 1.1.5: Figure chart construction 


In the above example, price gets plotted only if it moves by 1 
point, hence size of the box is 1. 


Further, if price goes to 106, it will be marked in a similar 
manner. Repeated plotting doesn’t happen in these charts. So if price 
trades at the same level, the charts will not move. So here, if price 
remains at 105, we will not write 105 again; the chart will simply 
remain the same. But, what if the price turns down and goes below 
104? It can’t be marked in the same column, right? Hence, the 
column needs to be changed and 104 should be written in the 
subsequent column (see Image 1.1.6). 


Image 1.1.6: Figure chart construction 


Notice one thing here: ‘105’ is not written in the next column 
because we begin marking from 104, that is, when it started moving 
down. The definition of moving down is: when the price went below 
the previous box-price of 104. So that means the column needs to be 
changed when the price changes its direction. This is quite 
interesting, since there are columns in the figure chart that show the 
number of times the price has changed direction. And figures in each 


column will display the extent the price has traveled before changing 
direction again. 


In the above example, the price is falling now. And if it goes 
down to 103, it will be written in the same column, as shown in 
Image 1.1.7. 
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Image 1.1.7: Figure chart construction 


The current figure is 103, and if it goes to 102, plotting will be 
continued in the same column and it will not be changed as long as 
the price continues to move in the same direction. The column will 
be changed if the price goes higher. The definition of going higher is: 
when the price moves above the previous box-price of 104. So, if 
price goes to 104, then the column needs to be changed again. Image 
1.1.8 shows the plotting if the price goes to 105 again from 103. 


Image 1.1.8: Figure chart construction 


This is how figure charts are plotted. Notice that every column 
that moves down begins with one box lower than the last high price 
and the column that moves up begins with one box higher than the 
lowest price in the previous column. 


The size of the box in the above example was 1. It can be plotted 
with 2 points, 5 points or any other number for that matter. So a 
figure chart can be plotted with various box-sizes; but, the method of 
plotting remains the same. It can be easily imagined that if box-size 
is kept high then plotting will be less and if box-size is kept low, 
plotting will be more. We discussed that a column is changed when 
price changes direction. The requirement of change of direction can 
also be defined. In the above example, the column was changed 
when price moved back to 104 from 105 or it went back to 104 from 
103. So the column was changed when the price changed direction 
by one box, this is known as reversal value. So the figure chart 
shown above is a one-box reversal chart. Had this reversal value 
been 2 instead of 1, price had to go below 103 from 105 to change 
the column. 


So there are two parameters when plotting the figure chart: box- 
value and reversal value. In the above chart, both are 1. The same 
chart can be plotted with a three-box reversal method also; meaning 
that a column will be changed only when price has changed direction 
by three boxes. So price will have to go at or below 102 from 105 to 
change the column. This is also applicable to price changing 
direction from down to up. The price at 102 will have to go at or 
above 105 to change the column from down to up. The counting is 
quite simple: count three boxes below 105 to arrive at reversal price 
of 102 and three boxes above 102 to arrive at reversal price of 105 
(see Image 1.1.9). 


Image 1.1.9: Figure chart construction 


There is another way to calculate this. Three boxes are 3 points in 
the above example because box-value is 1. Had there been 5, reversal 
points would have been 15. Hence, multiply the box-value by 3 to 
calculate the points that need to be deducted from the high price or 
added to the low price to arrive at a reversal price. 


Note that this three-box requirement is not for continuation 
plotting; price has to reverse by three boxes to qualify for the change 
of column. Once the column is changed, every box will be plotted; it 
will need to go in the opposite direction by three boxes to change the 
column again. As a result, reversal will not be plotted frequently as 
small price fluctuations will be ignored while plotting the chart. 


In the same example, if the price goes below 102 from 105, then 
the column needs to be changed and all the numbers to arrive at 102 
are written in that column. In the same way, if price goes above 105 
from 102, all the three figures to arrive at 105 are written (see Image 
1.1.10). 


105 
104 104 


103 103 
102 


“TTT 


SRE 


Image 1.1.10: Figure chart construction 


So a three-box reversal chart will have a minimum three filled 
boxes in any column. Image 1.1.11 shows the three-box reversal 
figure chart with price moving to 102 and then 105. 
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Image 1.1.11: Figure chart construction 


Though these charts are not plotted when price doesn’t move, 
continuation price and reversal price is known at every point in 
time. If price goes above 106 in the above chart, it will be written in 
the same column. If it moves down to or below 102, the column will 
be changed again. If it remains between 106 and 102, nothing will 
get plotted. So, if price is trading at 104, figure will remain same, 
hence actual price can be different from the current figure chart 
box-price. Note that continuation or reversal prices were calculated 
from last figure price and not from actual price. 


Image 1.1.12 is a figure chart of Hindalco plotted using daily 
closing prices between 13" of June, 2013 to 26" of July, 2013. 
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13 June 2013 to 26 July 2013 
Image 1.1.12: Figure chart 


The box-value in the above chart is 1 and the reversal value is 3, 
which can be changed as per requirement. Simple observation of the 
above chart will help you to know the levels where price has traded 
most and where it has seen more demand or supply. 


Point Charts 


It is not always practically feasible to write figures in the boxes. 
Imagine the pain especially when it is a four or five digit price and 
during the time when there were no computers. The clever thing is 
to make an index of figures at the left-hand side and just point 
(mark) the chart instead of writing the figures whenever the 


requirement of filling the box is met. Charts plotted with this 
method were called point charts. Image 1.1.13 is the same Hindalco 
chart plotted as a point chart. 


Hindalco - Point chart 


DE ae OR Lee ee Se | | Oe Le 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


> e ea a a e Ue a ea E 
Pe oe om aR R oe | me ok 


>< 
>x< 


13 June 2013 to 26 July 2013 


Image 1.1.13: Point chart 


It looks better than the figure chart and is easy to maintain as 
well. But a major issue remains with both figure charts as well as 
point charts: We don’t know whether a column is representing rising 
or falling prices; visually it is difficult to differentiate between them. 


Point & Figure Chart 


The solution was found by using different markings for both types of 
columns: Rising prices were marked with a cross-mark and falling 
prices were marked with a circle. Eventually, cross-marks became ‘X’ 
and circle became ‘O’. Image 1.1.14 shows the same chart of 
Hindalco plotted with ‘X’ and ‘O’ columns, representing up and 
down moving prices respectively. 


Hindalco - Point & Figure chart 
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13 June 2013 to 26 July 2013 
Image 1.1.14: Point & Figure chart 


The chart seems clean and complete. Charts plotted in this 
manner are known as Point & Figure charts. We plotted the above 
chart with 1 box-value and 3 reversal value, hence it is known as ‘1 x 


3 Point and Figure chart.’ Had the same chart been plotted using 10 
as box-value, it would be named ‘10 x 3 Point and Figure chart.’ 


Three-box reversal charts are popular and widely used because 
reversal is weighed more, and that effectively reduces the noise. The 
box-price is the price of the ‘X’ or ‘O’ box. Remember, we calculate 
box-value and reversal value from the last box-price and not the 
actual price. So, for a P&F analyst, it is box-price that matters and 
continuation or reversal levels should always be calculated from box- 
price. The major feature of P&F charts is that ‘X’ represents rising 
price and ‘O’ represents falling price. Time or volume is not 
considered while plotting them. Only price is plotted — nothing else; 
which is exactly why they are also known as one-dimensional charts. 


Exercise 


As said earlier, the basics and construction of P&F charts should be 
very clear before one begins analyzing them. If you don’t spend 
enough time on construction, confusion might arise while discussing 
patterns. Here is an exercise you have to complete, however boring it 
may seem. 


Table 1.1.1 is a table for construction exercise of a 10 x 3 P&F 
chart. 


Table 1.1.1: Point & Figure chart construction 
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The table depicts the actual prices of a stock. You may wish to 
plot the chart on your own and then compare it with the final 
plotting. Put reversal price against every price in the above table 
after plotting the chart in Excel sheet, as shown below. Reversal 
price is a level that will fulfill the criteria to change the column. 
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A better option is to plot simultaneously and follow stepwise 
explanation. You can complete the exercise on your own after the 6 
price and compare with the final chart. We are plotting a 10 x 3 
chart, so continuation price will get plotted at every 10-point move 
in price. A reversal price is 30points away from the last box-price. If 
the price is in a column of X, then reversal price will be 30-points 
below the high price in column of X and vice versa. 


1. The first price is 2300. Nothing can be done at this price, 
because we don’t know whether price will move higher or 
lower and it will require starting the plotting with ‘X’ or ‘O’. 
Plotting will begin with column of ‘X’ if price goes 10 points 
higher to 2310, and it shall begin with column of ‘O’ if it goes 
10 points lower to 2290. 


Price is moving higher and reaches 2339.65. So, plotting will 
begin with column of ‘X’ which will get marked up to box- 
price 2330. Box-price of 2340 is not marked because it has 
not been reached. The current box-price is 2330; hence, 
reversal price is 2300, which is 30 points less or three boxes 
away from box-price of 2330. 


The next price is 2359.30. Price is moving higher, so we 
continue to fill boxes in the same column of ‘X’ up to the 
box-price of 2350. Reversal price would be 2320, so the 
column will turn to ‘O’ if price falls below 2320. 
Continuation box-price is 2360; meaning that even if price 
goes up by 70 paise from the current price, a new box will be 
plotted. 


The price is 2336.55. It has not gone above 2360 to mark ‘X’, 
nor is it below the reversal value of 2320 to flip over to 
column of ‘O’; hence, nothing can be plotted. Chart will not 
move, so reversal level would remain unchanged. 


The price is 2302.65. It has gone below reversal value 2320, 
so column needs to be changed from ‘X’ to ‘O’. Box-price of 
2300 would not get filled because price has not gone below 
it. So, marking of ‘O’ would stop at box-price 2310 and 
reversal price would be 2340, which is 30 points added to the 
current box-price of 2310. 


There will be no marking at 2320.25. It has not gone below 
2300 to plot continuation box, nor gone above 2340 to plot 
reversal. 


Image 1.1.15 shows the status of plotting so far. 
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Image 1.1.15: Point & Figure chart construction 


Price goes up to 2412.55. As the price has moved well above 
the reversal price of 2340, flip over to a column of X and plot 
X upto the box-price of 2410. The reversal price now is 
2380, 30-points below the last price of 2410. 


It is status quo. Price is at 2393.60, which doesn’t qualify for 
plotting either way. 


Price goes down to 2376.10. It has fulfilled reversal criteria 
of going below 2380; hence, column needs to be changed to 
‘O’ up to box-price 2380. Reversal price is 2410. 


Price continues to go down up to 2353.65. Box-price of 2360 
gets filled, but 2350 will not be marked because price has not 
gone below it. Reversal price is 2390 where column will be 
changed to ‘X 

Price is 2412 again, which has qualified for the reversal. So, 
column will turn to ‘X’, which will be plotted up to box-price 
2410. Reversal price would be 2380. 


Price goes down to 2363.55 to mark the reversal. So column 
will be changed to ‘O’, which will get filled up to box-price 


2370. Reversal price is 2400. 


13. Price has come to 2412.60 again. Column will turn to ‘X’ 
again up to box-price 2410. This is the third occurrence of 
this box-price getting tested. Reversal price would be 2380. 


Image 1.1.16 shows the plotting so far. 
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Image 1.1.16: Point & Figure chart construction 


14. The resistance at 2410 gets broken finally. Price went up to 
2494.90, which qualifies for plotting continuation boxes up 
to 2490. Reversal price is 2460. 


15. Price is 2529.70. Plotting will continue in the same column 
of ‘X’ up to 2520. Box-price of 2530 does not qualify for 
plotting. Reversal price is 2490. 

16. Price is 2499.25. Nothing gets plotted. 

17. Price is 2577.50. So, it has continued to move up further, 
which qualifies for continuation plotting of ‘X’ in the same 
column up to box-price 2570. Reversal price is 2540. 


18. Price continues to move up to 2611.05. Column of ‘X’ will 
get plotted up to box-price 2610. Reversal price is 2580. 


19. Price is 2539.70. It has gone much below reversal price 
requirement of 2580. Column will be changed to ‘O’, which 
will get filled up to box-price 2540. Had the price been at 
2541, box-price of 2540 would not have been marked. 
Reversal price is 2570. 


Image 1.1.17 shows the plotting so far. 
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Image 1.1.17: Point & Figure chart construction 


20. The next price is 2674.95, which qualifies for the reversal. 
Bulls have got the control back to change the column to ‘X’ 
and fill the boxes up to box-price 2670. Reversal price is 
2640. 


21. Price is 2644. Nothing gets plotted. 


22. 


23. 


24. 


25. 


26. 


Price tumbles to 2517.90, which qualifies for reversal to 
column of ‘O’ up to box-price 2520. Reversal price is 2550. 


Price goes down further to 2463.05. Box-price of 2470 gets 
filled in the same column of ‘O’. Reversal price is 2500. 

Price goes up to 2519.25, which qualifies for column reversal 
to ‘X’ up to box-price 2510. Reversal price is 2480. 


Price falls to 2432.45, which qualifies for reversal to column 
of ‘O’ that will get plotted up to box-price 2440. Reversal 
price is 2470. 


Price is 2324.10. So, box-price of 2330 gets marked in the 
same column of ‘O’. Reversal price is 2360. 


Image 1.1.18 shows the final plotting of the chart. 
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Image 1.1.18: Point & Figure chart construction 
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Image 1.1.19: Point & Figure chart construction 


The prices in the exercise table (Image 1.1.20) are actual daily 
prices of Bajaj Auto between September 2014 and January 2015. 
Only relevant prices were taken into account to explain the plotting, 
and even among these, notice that plotting didn’t happen at every 
price. 


It must be now clear that the P&F chart moves only when price 
moves. There were instances where we did not plot anything. At any 
point in time, the continuation and reversal price level will be 
known. Nothing gets plotted until price either trades at or above the 
continuation or reversal level. 


Box-Value 


Figure 1.1.1 shows the 10 x 3 chart of Bajaj Auto that we constructed 
in the exercise using Excel sheet. 
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Figure 1.1.1: Bajaj Auto daily 10 x 3 Point & Figure chart 


We plotted the above chart using 10 boxes. It can be plotted 
using any other box-value in a similar manner. The look of the chart 
will be different when box-value is changed. Figure 1.1.2 and Figure 
1.1.3 show the same period P&F charts plotted using 5 and 20 box- 
values, respectively. 
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Figure 1.1.2: Bajaj Auto daily 5 x 3 Point & Figure chart 


Figure 1.1.3: Bajaj Auto daily 20 x 3 Point & Figure chart 


Notice that the chart plotted with box-value 5 has more columns 
than the chart with box-value 20. The number of columns can be 
increased or decreased further by changing the box-value. I am sure 
most of you will be thinking about which box-value is appropriate 
and how does one determine it. We will discuss this at length in 
Chapter 5. By now, it must be clear that changing the box-value 
alters the amount of information captured in the chart. 


Log Charts 


Charts plotted with 5, 10, 20, etc., are known as absolute box-value 
charts, since 5, 10, etc. are absolute numbers. The major problem in 
plotting a chart with them is that they become less relevant when 
price range changes. For example, Suzlon was trading at 200 at a 
particular time and it traded at 20 as well. Box-value of 2 when it was 
trading at 200 was 1% of the price, but the same box-value cannot be 


used when it is trading at 20 — as it would constitute 10% of the 
price, and it would require a 30% move to plot the reversal. There are 
many such examples of stocks moving in wide ranges where the 
same box-value cannot be used at all price levels. 


P&F charts can also be plotted on a log scale where box-value will 
be defined as a percentage. A chart plotted with 1% box-value will 
need a 1% move from the last box-price to plot the continuation box 
and a column reversal needs a 3% price move. The manner of 
construction remains the same but log box-value is used instead of 
absolute. This makes the chart consistent in terms of box-value, and 
price patterns become more relevant. 


Log charts should be used when analyzing a medium-term or 
long-term picture. Figure 1.1.4 depicts the 1% x 3 P&F chart of Nifty. 
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Chart from Nov 2011 to May 2017 


Figure 1.1.4: Nifty daily 1% x 3 Point & Figure chart 


Continuation box requires 1% move in the chart shown above, 
and price needs to be reversed by 3% to qualify for change of 
column. 


Unlike the regular candle or bar chart, the P&F chart does not 
move with time. Hence, the X axis in the chart does not capture 
time. 


Numbers or alphabets are written instead of ‘X’ and ‘O’ in the 
column when month is changed: 1 instead of ‘X’ or ‘O’ is plotted in 
the column when month turns to January, 2 when it is February and 
so on. A, B and C are written for October, November and December, 
respectively. But I prefer plotting clear P&F charts with ‘X’ and ‘O’, 
and all charts in the book are shown in the same manner — the 
period of chart is written on it. 


Reversal Value 


We plotted a chart with reversal values 1 and 3. Reversal value can 
be any other number, but the logic of construction remains the 
same. Reversal values between 1 and 5 are normally used. A five-box 
reversal chart plotted with 10-point box-value needs 50 points for a 
column reversal and a two-box chart will need 20 points for a 
column reversal. Three-box reversal chart is the most popular P&F 
technique and widely followed. We would focus on three-box 
reversal charts for a while. We will discuss other reversal values in 
Chapter 6. 


Chart Type 


You may have noticed ‘cl’ used in the name of the charts shown 
earlier. It shows that chart is plotted with closing prices. P&F charts 
can be plotted using only one price. All charts shown above are 


plotted using closing prices. They can also be plotted using high or 
low price of the period but only one price needs to be selected for 
plotting. 


In High-Low method of plotting, if previous column is of ‘X’, 
high price is considered for plotting and low is ignored. If high price 
does not qualify for the plotting of continuation box, then low price 
is taken into account to check if it qualifies for the reversal and 
column is changed to ‘O’ if it does. Similarly, low price is taken into 
account and high price is ignored if previous column is ‘O’. If low 
price doesn’t qualify for plotting, then high price is considered to 
check whether it qualifies for reversal. 


The method and usefulness of High-Low charts are discussed at 
length in Chapter 5. ‘HL’ is used in the chart name when chart is 
plotted using High-Low price. People also use the term HiLo. 
Importantly, a chart name should clearly mention box-value, reversal 
value and data-type (High-Low or close) used for the plotting. 
There are other methods of plotting the prices as well, which are 
discussed in Chapter 5. 


Time Frame 


P&F charts can be plotted on all time frames. They can be plotted 
using daily, weekly, monthly, etc., prices or intraday prices such as 
hourly, half-hourly, ten minutes and even one minute. It can be 
plotted using tick-by-tick prices also, which is actually the origin of 
P&F charts. These were plotted on a piece of paper when rates used 
to appear on ticker tape during earlier times. But prices plotted on 
one-minute time interval display clearer patterns than tick-by-tick 
data. 


Time frame is basically a data frequency to plot the charts. I 
recommend increasing the box-value on daily charts to look at the 
larger picture instead of plotting weekly or monthly charts. A weekly 
chart is locked at the end of the week, but plotting higher box-value 
daily chart gets locked every day. Box-value is the most significant 
variable for a P&F analyst and a most useful tool to analyse patterns. 


Which box-value should be used is discussed at length in Chapter 
5. But to begin with, the following are some suggestions for stocks on 
daily time frame: 


0.25% x 3 for short-term analysis 
1% x 3 for medium-term analysis 
3% x 3 for long-term analysis 


It is similar to daily, weekly and monthly time frames. Volatility 
is different for index. As the stock market index are not as volatile as 
individual stocks, it would be inappropriate to use the same box-size 
settings for index. Hence, the following box-values may be 
considered for indices: 


0.10% x 3 for short-term analysis 
0.25% x 3 for medium-term analysis 
1% x 3 for long-term analysis 


You can play around with different box-sizes to find the most 
suitable based on the volatility of the instrument and your trading 
time frame. Though, chapter on box-value post discussion over 
patterns will give you more understanding about using them. 


Understanding P&F 


P&F charts are plotted vertically and move up and down in columns 
of X and O respectively. So what we can see in large horizontal 


price—time charts will be captured in several columns in P&F charts. 
An up move seen over several candles in the candlestick chart can be 
captured in a single column in the P&F chart. A single column of X 
or O in the P&F chart can represent price action of anywhere 
between 1-day to several days, as long as the reversal criteria is not 
met. Image 1.1.21 shows two columns of ‘X’ and ‘O’ that are picked 
from the Nifty 10 x 3 chart plotted with daily closing prices. 
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Image 1.1.20: Point & Figure chart columns 


Point A is a beginning date in both the columns and Point B is the 
end date. Column of ‘X’ represents rising price, so low date is where 
the column begins and column of ‘O’ represents falling prices and 
hence high date is where column started, both marked by point A. 


Column of ‘X’ that started on low date 29t" September 2015, 
ended at high date 7" October 2015 at point B, capturing 9 days of 
up move. It went from 7810 at point A to 8170 at point B, which is 
the low and high price of the column, respectively. The total number 
of boxes in the column is 37, which shows a 370-point move in the 


same direction without a reversal of 30 points. Please re-read the 
construction part if there is difficulty in understanding this. 


Column of ‘O’ started on high date 27" October 2015 marked by 
point A and ended on low date 10'® November 2015 marked by point 
B. Therefore, column represents price move of 15 days. High price of 
the columns is 8280 at point A and low price is 7790 at point B. 
Number of boxes are 50 in the column, which shows a 500-point fall 
without a reversal of 30 points. The mid-value of each column is also 
mentioned, the purpose behind the same will be explained in a later 
chapter. Every P&F column provides all these information about the 
price trend in the column. 


The method of construction is the unique feature of P&F charts 
that removes noise from the data. The chart captures price action 
that is significant, which is defined via the box-size and reversal 
value. At every plotting of ‘X’ that marks new high price, reversal 
level is being trailed up and with every new ‘O’ that takes the price 
down, reversal level is trailed down. Objectivity is the most 
wonderful part of P&F charts and I believe it is an integral part of 
trading. Everything in P&F is objective and all techniques that are 
going to be discussed in this book are objective in nature. With its 
unmatchable features, P&F complements all other methods of 
trading and subjective analysis. 


Market Phases 


There are mainly four types of market phases: Uptrend, Downtrend, 
Sideways and Broadening Phase, as shown in Image 1.1.22. All 
market trends can be divided into these phases. Each of these has 
different characteristics, and a strategy that works in one phase may 
not work in another. 


Image 1.1.21: Market phases 


Every instrument will see these phases on all time frames — they 
are inevitable. By accepting this, we understand that any single 
strategy will not work in all the phases. Buying at low is a nice idea in 
an Uptrend, but may not be a sensible idea in a downtrend. Selling 
on rise or negative breakout would be effective in Downtrend. 
Trading supports-resistances will work during Sideways and 
avoiding breakout, rather going contra, should be the strategy during 
the Broadening Phase. Knowing this is fine but implementation is 
not that simple because phase identification is a difficult task. To 
make it more complex, volatility can be different and each time 
frame can have different phases. P&F is not immune to all these, but 
it has the major advantage of noiselessness. To a larger extent, the 
Sideways phase is handled during plotting itself; charts hardly move 
during such phases. 


Sideways markets are difficult to handle. Apart from boredom 
and frustration, a major issue a trader faces during this period is 
overtrading. Markets keep generating clues but do not produce 
strong moves; breakouts fail and frequent trading eats out the gains 
made during the trending period. Trading success will be far 
improved only if these periods are ignored. The P&F chart is truly an 
effective technique here. As the P&F chart filters noise, irrelevant 


price moves are eliminated. Hence, overtrading too is curtailed to a 
big extent while using them. 
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Nifty $0 dly 10 x 3 cl P&F chart 
Figure 1.1.5: Nifty daily candlestick chart and daily 10 x 3 Point & Figure chart 
The basic concepts of box-value, reversal value and type of charts 


are essential to be understood to plot a P&F chart. For revision, the 
terminologies are explained in brief again as follows: 


*  Box-size /Box-value: Size of each box defined by the user. 

^ Box-price: Price of a box of ‘X’ or ‘O’. 

* Reversal value: Column reversal criteria. Normally it ranges 
between 1 and 5. 

* Reversal price: Price arrived by calculating reversal value 
from last box-price. A price level, if recorded, will result in 
change of the column. 

j Close-only: Charts plotted with closing price method are 
called closing only P&F charts. 

A 


High-Low: Charts plotted with High-Low price method are 
called High-Low P&F charts. 


Absolute charts: Charts plotted with absolute box-value 


numbers. 

A 
Log charts: Charts plotted on log scale with percentage or 
log box-values. 

a . . . . 
Continuation plotting: Box plotted in the same column 
because price has continued the trend is known as 
continuation plotting. 

A 


Column reversal: Column switch from ‘X’ to ‘O’ or ‘O’ to ‘X’ 
because price reversal criteria are met. 
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Box-price 


Column Reversal 
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Image 1.1.22: Point & Figure chart terminologies 


We begin the next section with discussion on techniques of 
reading P&F charts using basic patterns. 


Summary 


1.23 


P&F chart moves only when price moves. 


Column of ‘X’ represents rising prices and column of ‘O’ 
falling prices. 


Continuation and reversal prices are known to a trader at all 
points in time. 


P&F charts compress the data. The long and horizontal price 
formations in time-based charts are captured in several 
columns in P&F charts. 


It is not that P&F charts don’t plot trendless phases. They 
display price congestions and not the time. 


P&F charts can be plotted using any price — daily, weekly, 
monthly, yearly or any other intraday time interval. The 
patterns and their interpretation is the same, irrespective of 
time frame chosen. I prefer daily over other charts and one 
minute over other time interval charts. 


Plot 3% box-value charts for investing, 1% for medium-term 
trading and 0.25% for short-term trading in stocks. Plot 1%, 
0.25% and 0.10%, respectively, for indices. 


PATTERNS 


Construction of Point & Figure charts is unique, and effective P&F 
analysis will be very difficult unless it is properly understood. Point 
& Figure charts move vertically in alternating columns of ‘X’ and ‘O’. 
The combination of the columns produces patterns that are objective 
and simple to identify. I have segregated patterns into different types 
to ensure stepwise explanation and smooth sailing through them. 


Basic and most simple Point & Figure formations are explained in 
this chapter. No other pattern, trading or analysis is conceivable 


without these formations, hence though basic, this is one of the most 
important chapters of the book and integral to understand of the 
Point & Figure methodology. 


Basic Patterns 


Basic patterns are formed with the combination of two or three 
columns and no signal in P&F charts can be formed without them. 
They are objective in nature, very simple to understand and can be 
identified easily with little practice. There are two types of basic 
patterns explained below. 


1. Column Reversal 


We discussed in the construction part that column switchover 
happens in P&F chart only when reversal criteria is met. In a three- 
box reversal chart, price needs to be reverse by three-times the box- 
value to change the column from ‘X’ to ‘O’ and vice versa. It is not 
only an important feature of P&F charts but also provides us 
significant information. This switchover from column of ‘X’ to ‘O’ or 
vice versa is known as column reversal. There are two types of 
column reversal — Positive & Negative. 


As explained in Image 1.2.1, in positive column reversal, column 
of ‘O’ turns to column of ‘X’ and in negative column reversal, column 
of ‘X’ turns to column of ‘O’. 


O X 


Positive Negative 
Column Reversal Column Reversal 


Image 1.2.1: P&F column reversal 


Column reversal is a key feature of P&F charts. Interestingly, it is 
a pattern that is formed at every column. We discussed earlier that 
any column in a three-box reversal chart will have at least three 
boxes in it; hence, this formation takes place at the occurrence of the 
third box in every column. So, the third box-price of every column is 
a price that qualifies the formation (see Image 1.2.2). 


04 
X T Qualifying price 


Positive Negative 
Column Reversal Column Reversal 


Image 1.2.2: P&F column reversal 


P&F charts can be plotted using other than three-box reversal 
values also. In such cases, the first, second or fifth box of every new 
column in case of 1-box, 2-box and 5-box reversal chart, will be the 


qualifying price. As discussed in the construction part, at any point 
in time, we know the reversal price where the column will be 
changed. Hence, the box-price that will qualify the column reversal 
pattern is always known in advance. 


P&F charts are basically swing charts. Every time a column is 
turned to ‘O’ or a negative column reversal takes place, it forms a 
swing high, which is the high box-price of column of ‘X’ from which 
it is turning. Similarly, a swing low is marked at low box-price of 
column of ‘O’ when positive column reversal takes place. This basic 
information and simple formation is underused by many 
practitioners in the field. It is very useful while designing various 
price setups and also a very important formation when higher box- 
values are used. 


2. Basic Buy-Sell signals 


Basic Buy and Sell signals of P&F charts are known as Double Top 
Buy and Double Bottom Sell patterns. Name is unfortunate because 
Double Top is a bearish formation and Double Bottom is a bullish 
formation in traditional technical analysis, which is exactly the 
opposite in case of P&F. In the usual price—time charts, Double Top 
is when two peaks are at similar position and price trades below 
neckline of the pattern, and the pattern is Double Bottom when two 
bottoms are formed at identical levels and price trades above the 
neckline of the pattern, as shown in Image 1.2.3. 


Double Top Pattern 


Double Bottom Pattern 


Image 1.2.3: Double Top and Double Bottom patterns 


P&F Double Top is a bullish pattern and Double Bottom is a 
bearish pattern, which are also known as basic Buy and basic Sell 
signals, respectively. P&F Double Top is a Buy signal that indicates 
that price has tested previous top and broken out. In the same way, 
P&F Double Bottom is a Sell signal that is formed when previous 
bottom gets broken (see Image 1.2.4). 
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Image 1.2.4: P&F Double Top Buy and Double Bottom Sell patterns 


Double Top Buy is a three-column pattern which is formed when 
a column of ‘X’ exceeds immediate previous column of ‘X’. It is 
basically a breakout above a previous swing high and the signal is 
generated when the price moves one box above the high of the 
previous column of ‘X’. In the same way, Double Bottom Sell is a 
three-column formation that shows downside breakout of previous 


swing low. It is formed when column of ‘O’ falls below immediate 
previous column of ‘O’. 


It is important to understand that the breakout happens when a 
new box is plotted above top of previous column of ‘X’ in case of Buy 
pattern and below low of previous column of ‘O’ for Sell pattern. 


Double Top Buy is 
qualfied at this box 
Double Bottom Sell is 


qualified at this box 


Image 1.2.5: P&F Double Top Buy and Double Bottom Sell patterns 


See patterns in Image 1.2.5. A Double Top Buy signal gets 
generated when price goes above 100. It is not a Double Top pattern 
unless price marks a box above previous column of ‘X’. In the second 
figure in the image, Double Bottom Sell signal gets generated when 
box-price of 60 is marked. So the formation is objective in nature 
and there cannot be an argument over its occurrence; whether and 
how to trade them is a separate discussion. 


Note that a Double Top is qualified when price exceeds 
immediate previous column of ‘X’ or Double Bottom is qualified 
when price falls below immediate previous column of ‘O’ and not 
necessarily columns before that. Hence, it is a three-column 
formation and you have to refer to only the previous column to 
identify these patterns. There are only two possibilities with every 
column of ‘X’: either it will be above previous column of ‘X’ or not, 
hence either it will be a Double Top buy column or not. Similarly, 
every column of ‘O’ is either a Double Bottom Sell column or not. 


To begin with, when you are looking at a column of ‘X’, just 
compare it with the immediate previous column of ‘X’ to mark the 
Double Top Buy signals. Figure 1.2.1 shows the Double Top 
formations in the 10 x 3 P&F chart of Bajaj Auto. 
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Figure 1.2.1: Bajaj Auto daily 10 x 3 cl Point & Figure chart 


There is no Double Top Buy signal in column A because high 
price of that column is not above high price of its previous column of 
‘X’. There is no Buy signal in column B as well for the same reason. 
But high price of column C has gone above high price of column B, 
hence it qualifies for the Double Top Buy formation at box-price 
when it crossed higher price of column B. Column D and column E 
also qualify for Double Top Buy signals. There is no Buy pattern in 


column F. Column G and H qualify for Buy pattern. Column I and J 
do not qualify. 


To mark the Sell signals, a column of ‘O’ should be compared 
with immediate previous column of ‘O’. Figure 1.2.2 shows only 
Double Bottom Sell signals in the 10 x 3 P&F chart of Bajaj Auto. 
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Bajaj Auto 10 x 3 cl Point & Figure chart 
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Figure 1.2.2: Bajaj Auto daily 10 x 3 cl Point & Figure chart 


There is no Double Bottom Sell signal at column A because it is at 
the same level of the previous bottom of ‘O’. There is no sell signal in 
column B as well, because it is not below the low of its previous 
column of ‘O’. The Double Bottom Sell signal is marked at column C 
at box-price when it fell below low price of column B. There are 
Double Bottom Sell signals in columns D, E, F, G and H, because low 
price of each column is below the low price of its immediate 


previous column of ‘O’. A sell signal is marked as soon as a new box 
of ‘O’ gets formed below the low of its previous column of ‘O’. 


The criteria of breakout are certain; hence, it is possible to know 
in advance about the box-price that would generate the signal. See 
the first chart of Image 1.2.6. Current box-price is 90; a Double Top 
Buy signal will be generated if box-price of 100 is marked. In the 
second chart of the same image, recent box-price is 70; a Double 
Bottom Sell signal will be formed if price falls below 60. So the price 
level at which the Buy or Sell signal will be formed is always known 
in advance. 
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Image 1.2.6: P&F Double Top Buy and Double Bottom Sell patterns 


Double Top Buy and Double Bottom Sell signals are the most 
basic P&F formations that display swing breakouts. When a column 
of ‘X’ rises above previous column ‘X’, it is basically a bullish swing 
breakout and a column of ‘O’ going below previous column of ‘O’ is a 
bearish swing breakout. The first column of these three-column 
formations represents a trend. The second column represents 
correction and the third represents breakout or resumption of 
previous trend. 


Breakout 


Trend 


Breakout 


Image 1.2.7: Trend, correction and breakout 


Hence, a bullish swing breakout is a Buy signal and Bearish swing 
breakout is a Sell signal. So it is possible to mark a P&F chart with 
clear Buy-Sell signals. Can one trade these simple patterns? Can a 
swing trading method using these objective signals be designed? 
Wait ... there is more to discuss before we come to that. 


Columns and Signals 


Figure 1.2.3 shows a three-box reversal P&F chart of Nifty daily price 
plotted with 20-point box-value. There are 17 columns of ‘X’ and 16 
columns of ‘O’ in this chart, of which a Double Top buy pattern has 
been formed in 10 columns of ‘X’ and Double Bottom Sell pattern 
has formed in only 7 columns of ‘O’. Signals are marked on the chart. 


Nifty dly 20 x 3 cl Point & Figure chart 
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Figure 1.2.3: Nifty daily 20 x 3 cl Point & Figure chart 


In a P&F chart, column of ‘X’ appears after column of ‘O’ and vice 
versa. Hence, on a given time period, a P&F chart will have equal 
number of ‘X’ and ‘O’ column. The P&F method compresses the 
price data and presents a larger picture of price behavior plotted 
across several columns. Insignificant data are ignored while plotting, 
so we say they are noise-free and can result in increased productivity 
of trades. Now you know that not every column generates even basic 
Buy or Sell signal! 


Swing Chart 


P&F charts are best swing charts. As explained earlier, ‘X’ when 
turned to column of ‘O’ marks swing high and ‘O’ when turned to 
column of’ X’ locks swing low. There are three figures shown in 
Image 1.2.8. The first figure is a P&F chart and the second is a chart 
drawn with line connecting the top of every column of ‘X’ and the 


bottom of every column of ‘O’, which are the important swing 
points. The same lines are shown in the third figure by removing the 
P&F chart. 


Image 1.2.8: P&F swings 


So, basically a P&F chart is a curve-less line chart showing the 
swing points. If lines are drawn instead of columns, then a P&F chart 
of figure 1 will look like figure 3. Given below are charts that explain 
the importance of this. Figure 1.2.4 is a line chart of Tata Motors 
drawn by connecting the daily closing prices during late 2015. 


Tata Motors dly line chart 
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Figure 1.2.4: Tata Motors daily line chart 


Figure 1.2.5 is a 0.25% x 3 P&F chart of the same line chart of 
Tata Motors. Basic Buy-Sell signals are marked in the chart. Patterns 
that are quite difficult to define on the line chart can be easily 
defined on P&F. 


Tata Motors 0.25% x 3 cl Point & Figure chart 


Chart period from 19 Oct 2015 to 14 Dec 2015 
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Figure 1.2.5: Tata Motors daily 0.25% x 3 cl Point & Figure chart 


If swing points of the P&F chart shown in Figure 1.2.5 are 
connected, then it will look like Figure 1.2.6. Compare it with the 
line chart shown in Figure 1.2.4 and you will observe that a lot of 
noise is removed, besides availability of simple and objective 
patterns. 


1cl SMA on Tata Motors 0.2590 x3. 


Figure 1.2.6: One column SMA line on Tata Motors 0.25% x 3 cl Point & Figure chart 


The chart explains the importance of noise-free plotting and 
simple unmatchable formations that P&F throws. Noise can be 
removed further if box-value is increased. Figure 1.2.7 is the same 
chart plotted with 0.75% x 3 parameters. The entire formation is 
confined to four columns!! So sensitivity of P&F charts can be 
defined and altered by the user by changing the box-size. 


Tata Motors 0.75%x 3 
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Figure 1.2.7: Tata Motors daily 0.75% x 3 cl Point & Figure chart 


Using different box-values produces different setups. Box-value 
with 1% will show lesser columns than box-value 0.25% — the latter 
will have more noise and more information. 


Any type of price move (column) can be defined and setups can 
be created by combining them. Knowing P&F in this manner will 
enable you to understand, analyse and trade them in a better way. It 
is not always easy to find those moves in price—time charts because 
there is time involved. As time elapses, it stretches the chart 
horizontally in price—time charts. 


The major advantage of making things objective is that we can 
scan the patterns periodically and back-test them to study the 
environment that is most suited. These basic signals and all patterns 
that we are going to discuss remain valid for all P&F charts whether 
they are plotted with closing prices or other methods. Interpretation 
of patterns is quite different on High—Low charts; they are wider 
than charts plotted with closing prices. Several patterns are found 
more on wider charts and should be looked for. We will discuss 
them in detail in Chapter 5 on parameters. 


Fresh and Continuation Signals 


Not all P&F columns are Buy-Sell columns, and not all Buy-Sell 
columns are Fresh signals. A bullish breakout that happened at 
Double Top Buy signal remains open until formation of Double 
Bottom Sell signal. There can be Double Top Buy signals in between, 
which are known as Continuation Buy signals. Fresh Buy signal is a 
first Double Top Buy pattern coming after a Sell signal. Similarly, 
first Double Bottom Sell pattern coming after buy signal is a Fresh 
Sell signal; all the Double Bottom Sell signals in between are 


Continuation Sell signals. Figure 1.2.8 is the ABB chart that shows 
the Fresh and Continuation signals. 


ABB dly 0.25% x 3 cl Point & Figure chart 


TradePoint: www.definedge.com 
Figure 1.2.8: ABB daily 0.25% x 3 cl Point & Figure chart 


If these basic signals are traded on the above chart, buy trade 
taken at Fresh Double Top signal at point A remains open until point 
B. Four Double Top Buy signals shown in between are Continuation 
bullish signals. 


In simple words, one can trade long based on Double Top Buy 
and exit when Double Bottom Sell signal occurs. One can sell at 


Double Bottom Sell signal and cover when Double Top Buy pattern 
triggers. We will discuss this further. 


Exit Method 


We discussed that it is possible to know beforehand the price at 
which these Buy and Sell signals will be generated. In the method 
discussed above, when an instrument is bought upon Double Top 
Buy formation, the exit pattern is Double Bottom Sell pattern. While 
placing the buy trade, it will be possible to determine the price at 
which exit or Sell signal will get triggered. See Image 1.2.9. Double 
Top Buy is generated when box-price of 100 is marked. The stop can 
be placed at 50, simply because Double Bottom Sell pattern will be 
triggered if price falls to or below 50. 


Exit Price 


Image 1.2.9: Point & Figure pattern 


See Image 1.2.10, in continuation of the above chart. Price 
recovered again after forming the column of ‘O’. For long trade 


initiated at 100, exit price becomes 90 because that is the level at 
which Double Bottom Sell signal will be formed now. So stop-loss is 
trailed from 50 to 90 as price has moved up in the favor. 


Image 1.2.10: Point & Figure pattern 


So exit price can be known in advance at every point in time. 
Vice versa is applicable to short signals. 


So with this method, initial stop-loss is always known while 
placing the trade and also there is a trailing mechanism that keeps 
one in the trade when trend is in favor and until it is reversed. There 
is no need to ask any one when you should exit your position! 


Basic Method - SAR 


So, can a Double Top Buy signal and Double Bottom Sell signal be 
traded alone? Yes. This is known as an asymmetric approach and 
defines the basic method of trading P&F charts. It is an objective 
trading system that becomes a SAR (Stop and Reverse) method of 


trading, meaning that an instrument is bought when a Double Top 
Buy signal is formed and sold when a Double Bottom Sell signal is 
triggered. While exiting bullish trade, Fresh short should also be 
initiated, which will be covered when Double Top Buy signal has 
been generated and Fresh long is also initiated. A trading position 
always remains open when SAR method of trading is implemented. 
Figure 1.2.9 is a P&F chart of Reliance. 
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TradePoint: wvav.definedge.com Chart period from June 2015 to Nov 2015 


Figure 1.2.9: Reliance daily 0.50% x 3 cl Point & Figure chart 


SAR trading method discussed above is marked on the chart. 
Point A is Double Top Buy formation, which is a Buy signal. The Buy 
trade remains active until a Double Bottom Sell signal is formed, 
which happened at Point B, and which is a first Sell signal after 
Double Top Buy pattern triggered at point A. Long positions should 
be liquidated and Fresh shorts may be initiated if SAR method is 


followed. Point C is the first Double Top Buy since point B, hence 
short trades should be covered and Fresh long trades should be 
created. Long trades should be kept open until point D, where a first 
Sell signal since point C forms. So longs should be exited and Fresh 
shorts should be created at point D. Hence, there are a total four 
trades in this chart: two long trades and two short trades. 


Figure 1.2.10 is a P&F chart of ABB. Signals based on the same 
trading method are marked on the chart. 
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Figure 1.2.10: ABB daily 0.25% x 3 cl Point & Figure chart 


Point A is a Double Top Buy formation where a long trade or 
Fresh Buy should be initiated. Buy trade remains active until point B, 
where a first sell signal is formed after buy signal. So what is bought 
at Point A should be sold and Fresh short positions should be created 
here. Point C is Double Top Buy formation, hence short positions 
should be covered and Fresh Buy signal is generated. Point D is 
where longs should be exited and Fresh short can be initiated. Point 
E is where short trades should be liquidated and Fresh longs should 


be initiated, being the first buy signal since point D. So there are a 
total 5 trades in this chart: 3 long and 2 short. 


The above charts explain the SAR method of trading using basic 
P&F Buy-Sell signals clearly. It is an objective method of trading and 
a trend-following method which will generate returns when there is 
a trend. The whipsaws or losses will happen when there is a 
volatility but it can be understood that they can be comparatively 
much less than other methods mainly because major portions of 
Sideways trend gets eliminated due to the manner of plotting of P&F 
charts. Hence, plotting is curtailed; not every column generates Buy- 
Sell signals and not every Buy-Sell signal is traded. There will be 
fewer signals during congestion period; hence, number of trades is 
significantly reduced with better productivity. 


It is not that only this asymmetric approach is traded. More 
analysis can be performed and Continuation signals can also be 
traded using different methods, but one should be able to identify 
the Fresh signals and Continuation signals. 


A ‘long-only’ approach can also be followed using the same 
method. Meaning that a Buy signal is taken when there is a Double 
Top Buy pattern and it is liquidated when a first Double Bottom Sell 
pattern occurs after a Buy signal. Short trades are not initiated and 
there is no position during such times. The ‘long-only’ approach will 
keep one out from the bearish markets. 


Though position sizing is beyond the scope of this book, it is 
important to mention that P&F signals can be effectively utilized for 
designing position sizing rules. For example, enter 50% upon 
breakout and add 50% upon next continuation breakout, and exit all 
when reversal signal gets formed. This is known as pyramiding — 
P&F basic method flourishes with it. The major advantage is that if 


trade is immediately reversed, stakes are not very high, and when 
there is a strong trend, you are in with maximum positions. 
Pyramiding is a popular method of position sizing adopted by many 
successful traders. 


What has been the past performance of this method? What box- 
value is more suitable to trade this? All these questions will be 
answered later in this book. The best thing about the method is 
objectivity. You don’t need great analytical skills to identify them. It 
may or may not work, but occurrence cannot be argued. A Double 
Top Buy will remain a Double Top Buy signal whenever you open 
the chart, no matter what has happened subsequently. It is of utmost 
importance that subjectivity gets reduced for successful 
implementation of any trading methodology. 


Affordability 


We discussed, that we always know initial risk while placing the 
trade itself. Due to this, affordable and non-affordable trades can be 
determined easily. Number of boxes in a column of ‘O’ prior to Buy 
signal and number of boxes in a column of ‘X’ prior to Sell signal 
help determine the risk when trading (see Image 1.2.11). 
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Image 1.2.11: Affordability 


The first figure in Image 1.2.11 has a long column of ‘O’ before 
the Buy signal. There are seven ‘O’s in the column, but it will take 
nine boxes for a Double Bottom Sell signal to be generated. A trade 
with three boxes as reversal, shown in the second figure column will 
take five boxes to generate the Sell signal. Two boxes get added to 
the number of boxes prior to the signal while calculating the risk. 


Logic dictates that a trade with minimum boxes in the previous 
column offers a trade with lesser risk. A three-box reversal chart will 
have minimum three boxes in the column before the signal, a two- 
box will have minimum two boxes and a five-box will have minimum 
five boxes. 


If the risk is measurable and known, it is easy to differentiate the 
trade as affordable or unaffordable. While affordability can be 
subjective, to put it in simple words, risk that you are not 
comfortable taking is unaffordable trade. When a trade is offering 
unaffordable risk, ignore it and wait for the next opportunity. Overall 
risk—reward is attractive when only affordable trades are initiated. 


The quantum of risk depends on the box-value used, which we will 
discuss in length subsequently. 


The above calculation is applicable when exit method is a basic 
sell signal. There are other ways of exiting the trades as well; risk can 
be calculated in each case in similar manner. Exciting trading 
opportunities come by when affordable trades are triggered from the 
major patterns, which we will discuss in the next chapter. 


Exercise 


I have ensured that more time is spent on the basic formations and 
every aspect of these is discussed. P&F becomes real fun and takes 
you into another zone if this part is very well understood and 
pondered upon. And it can become complicated or can confuse you 
if they are hurriedly overlooked and deserved time is not spent. 
People take it for granted and the overall subject becomes difficult 
for them. Take a break before going ahead and spend some time to 
think more on the formations and methods that we have discussed. 
Let the questions occur; you may note them somewhere, to seek the 
solutions in the sections to come. 


There is an exercise to ensure that you are completely 
comfortable with these basic formations. Mark every Double Top 
Buy and Double Bottom Sell signal on charts shown below, and count 
the number of long and short Fresh signals in each of them. Read 
this section again if you are still not clear on the formation of the 
basic patterns. 
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Figure 1.2.12: SBI daily 0.25% x 3 cl Point & Figure chart 
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Figure 1.2.13: Tata Steel daily 1% x 3 cl Point & Figure chart 


Markings of Fresh signals on these charts are shown at the 
beginning of the next discussion. If you could locate them easily and 
are clear with what we have discussed so far, then we are on for the 
fascinating journey of understanding price structures. Open some 
P&F charts and observe these basic Buy-Sell signals. Having 
observed these patterns on practical charts before moving on to the 
next section will improve your understanding further. Please note 
that practice should be limited to observations only. Chapter 2 on 
patterns will slowly lead you on the path to unveil exciting 
formations that are the outcome of different market actions. 


If you wish to open a P&F chart, then the first question arises 
with regard to box-value. A 1% box-value P&F chart will generate a 
box at every continuation move of 1% and a column reversal will get 
formed at a 3% move in the opposite direction. Double Top Buy or 
Double Bottom Sell will form later, depending on the length of the 
column. Similarly, 0.25% chart will generate reversal at a 0.75% 


move, but the basic Buy signal depends on the length. (See Image 
1.2.12) 


will qualify Double Bottom 
Sell formation 


Image 1.2.12: Affordability 


Price generated Buy signal at box number 8. If it reverses 
immediately from this box and begins marking ‘O’s in the next 
column, then it will have to fall till box number 1 to generate Sell 
signal. If this chart is 1% x 3, then the initial risk of the trade is 7%; if 
this is a 2% x 3 chart, then risk is 14% and if it is a 0.25% x 3 chart, 
then risk the is 1.75%. Start with 0.25% or 1% box-value of daily 
prices for observation of the basic signals. I know I have initiated a 
thought; we will discuss the concept of box-value in detail in 
Chapter 5. 


Summary 


There are only two possibilities in every column of ‘X’ or ‘O’: 
either they will produce a basic pattern or they will not. 


There are Fresh and Continuation basic signals. 
Trading all basic signals is a SAR strategy. 


Objectivity is the biggest advantage of Point & Figure charts. 
They produce less frequent and more productive trades, 
risks can be clearly measured and setups can be tested. 


P&F charts help a trader stay away from consolidation zones, 
which are basically non-trending phases, which eat away 
most of the gains made during trending moves. The plotting 
is reduced during such periods and patterns filter the things 
further. 


Avoid unaffordable trades and ride the trends. 


P&F columns produce cyclic pattern behavior. Congestion 
patterns are followed by smooth signals and vice versa. 


It is very important for a trader to understand and know when 
not to trade or control the position sizing. P&F chart addresses these 
issues to a significant extent. 


Chapter 2 


PATTERNS 


2.1. MAJOR PATTERNS 


We discussed construction and basic P&F formations in the earlier 
chapter. It must be clear now that a column reversal is a two-column 
formation and basic Buy-Sell signals are three-column formations. If 
you have observed several P&F charts before reading this section, 
then it will benefit in understanding further. Nonetheless, correct 
marking of charts given as exercise at the end of Chapter 1 will 
ensure you are on the right track. Marking of Fresh signals on them 
are shown in Figures 2.1.1 through 2.1.3. 
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Figure 2.1.1: SRF daily 0.25% x 3 cl Point & Figure chart 
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Figure 2.1.3: Tata Steel daily 1% x 3 cl Point & Figure chart 


You are ready for further discussion if your markings are correct. 
Please re-read the previous chapter if there is any confusion. 


Differentiation between Fresh and Continuation signals is 
important irrespective of trading methodology. We discussed a basic 
P&F pattern trading method in the previous chapter. Like any other 
price-following method, period of Sideways or horizontal trend 
generate whipsaws with this method as well, but it is comparatively 
less, for reasons we discussed in the earlier chapter. Chapter 9 on 
back-testing begins with the testing of this basic method and its past 
performance on different box-values. This method can be explored 
further when universe size is small, if one wants to trade in fewer 
instruments like Nifty, Bank Nifty or some other selected 
instruments on a consistent basis. 


Most traders are not system traders and they like to trade specific 
patterns or setups that have high probability and better risk—reward, 
etc. We will discuss P&F patterns from both aspects: system trading 
and setup trading. 


From the trading perspective, let me begin with the method of 
exit. There are infinite ways to enter the trade, but to define exit is 
the most difficult and important task in trading. The objectivity of 
P&F patterns is really useful from this perspective. With the learning 
so far, one can define that a long position should be exited when 
Double Bottom Sell signal is triggered and short position should be 
closed if Double Top Buy signal is triggered. Though various exit 
methods are possible, to be defined as we discuss the subject further, 
let’s begin with this basic rule. A good driver is not known by how 
well he or she can accelerate but on their control over the brakes. In 
the same way, a good trader should have exits in control. A well- 
defined exit method also provides opportunity to back-test the 
performance of various patterns. 


Major Patterns 


We discussed three-column basic patterns. There are many other 
P&F patterns, but most of them are extensions or variations of major 
patterns discussed in this chapter. You will master P&F if these 
major price patterns are understood well. They are more than just 
three-column formations that tell us more about the price structure. 
A little practice of these patterns will make you understand and 
analyse any type of technical chart setup. 


As stated earlier, basic Double Top Buy or Double Bottom Sell 
cannot be traded when you are looking for a pattern on a large 
universe or group of stocks. Advanced setups would help you to 
identify Buy patterns that are more bullish or Sell patterns more 
bearish. Apart from filtered basic signals, multi-column, advanced 
formations provide more information about market sentiments, and 
help us to determine the best trading opportunities. 


Triple Top - Triple Bottom 


If high box-price of two consecutive columns of ‘X’ happens to be at 
the same level from which column has turned to ‘O’, then it becomes 
a strong resistance area. It displays strong supply area because three- 
box reversal has been produced from the same level twice. Similarly, 
if low box-price of two consecutive columns of ‘O’ is at the same 
level and price turns to the column of ‘X’, then it shows strong 
support area where price has witnessed demand. See Image 2.1.1. 


Resistance 
'X' at same level 


‘O' at same level 
Support 


Image 2.1.1: Resistance and support 


The two adjacent columns of ‘X’ are at the same level, indicating 
strong resistance. A breakout above this level will indicate strong 
buying interest. Two adjacent columns of ‘O’ that are the same level 
represent significant support. A break of this level will indicate 
breach of a significant support level. 


Immediate breakout is required to qualify as Triple Top Buy or 
Triple Bottom Sell formation. Hence, it is strictly a five-column 
formation, where the first two columns of ‘X’ have high box-price at 
the same level and there is a breakout above these highs in the fifth 
column of ‘X’. Similarly, Triple Bottom Sell signal is strictly a five- 
column pattern, where low box-price of the first two columns of ‘O’ 
are at the same level and ‘O’ in the fifth column has gone below the 
same. Refer Image 2.1.2. 


Image 2.1.2: Triple Top Buy and Triple Bottom Sell pattern 


All the above rules should be met to qualify as a valid Triple Top 
Buy or Triple Bottom Sell formation; any inconsistency will 
disqualify the setup. So if someone asks, is it ok if it is a six-column 
setup instead of five, or ‘X’ is not exactly at the same level? The 
answer is ‘No’. To begin with, let’s be rigid and make it more of 
science than art. We may need to forgo a few opportunities but let’s 
accept it — after all, money is made in markets by deciding what not 
to do! 


Triple Top Buy and Triple Bottom Sell are popular patterns in the 
P&F world. Think of it, a Triple Top Buy formation is also a Double 
Top buy pattern and a Triple Bottom Sell pattern is a Double Bottom 
Sell pattern as well. One more column at same level defines strong 
support—resistance area and increases the significance of the 
breakout; hence, these formations are logically stronger than basic 
formations. Triple Top Buy is a resistance breakout pattern, whereas 
Triple Bottom Sell is a support breakout formation. 


On a daily P&F chart, it is a five-column pattern, but as discussed 
in the earlier chapter, it is not necessarily a five-day pattern. It is a 


minimum five-day pattern, and the maximum could be any duration. 
The higher the box-value, the more are the number of days. This 
aspect is discussed in detail in a subsequent chapter of the book. But 
understand one thing, if it is a one-month bullish Triple Top pattern, 
then it means that there was a supply at a particular level during the 
last one month, and price has broken out from that level. 


Figure 2.1.4 shows Triple Top Buy and Triple Bottom Sell 
formations that occurred in chart of Bajaj Auto. 
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Figure 2.1.4: Bajaj Auto daily 1% x 3 cl Point & Figure chart 


The formation is easy to find on P&F charts once the rules are 
understood. With practice, one can easily find the structure of price 
overcoming significant supports and resistances. The BEML chart 
shown in Figure 2.1.5 shows Triple Bottom Sell signal that occurred 
during October 2015, which was effective because price corrected 
significantly thereafter. 
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Figure 2.1.5: BEML daily 0.25% x 3 cl Point & Figure chart 


There are three occurrences of Triple Top Buy formation in the 
2.5-year duration chart of Dr. Reddy, shown in Figure 2.1.6, where 
the first two were followed by favorable move and the third failed. 
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Figure 2.1.6: Dr. Reddy daily 1% x 3 cl Point & Figure chart 


Price can witness pullback or fail to rise after forming Triple Top 
Buy Signal. If price in the five-column buy setup goes below bottom 
of the fourth column of ‘O’, which is the column prior to the 


breakout, then it will trigger Double Bottom Sell signal. Similarly, if 
price fails to go down immediately after Triple Bottom Sell signal 
and goes above the top of the fourth column of ‘X’ of the pattern, 
then it will generate Double Top Buy signal. Refer Image 2.1.3. 


Price if goes below bottom of Price if goes above top of previous 
previous column of 'O' will column of 'x' will generate Double 
generate Double Bottom Sell signal Top Buy signal 


Image 2.1.3: Triple Top Buy and Triple Bottom Sell pattern 


Double Bottom Sell signal coming after Triple Top Buy Signal can 
be the signal to exit the trade. But the pattern remains valid unless 
its bottom gets broken. Bottom level of a Triple Top Buy formation is 
the lowest ‘O’ of the entire formation. In other words, the pattern 
does not fail unless price falls below the lowest ‘O’ In the pattern. 
Similarly, Triple Bottom Sell pattern remains active, unless top of the 
pattern (highest level of ‘X’ in the pattern) is taken out. 
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Image 2.1.4: Triple Top Buy and Triple Bottom Sell pattern failure levels 


The pattern that has not failed becomes a reference area for 
future trends. A Triple Top Buy pattern can also be traded using 
bottom of the formation as a stop, and similarly, Triple Bottom Sell 
can be traded with stop placed at top of the pattern. 


You might want to check the exercise charts of the last chapter 
again. There were three Triple Bottom Sell signals in Figure 2.1.3 of 
Tata Steel P&F chart. Two of them are Fresh Double Bottom Sell 
signals and one is Continuation Double Bottom Sell signal. 


Using different box-values of P&F helps to reveal many structures 
and traditional breakout formations, which at times are difficult to 
scan or view in usual charts. Triple Top Buy formation that occurred 
in higher box-value charts capture significant breakouts. They 
represent significant breakout from last congestion zone from 
accumulation patterns such as cup and handle, rounding pattern, 
Inverted Head and Shoulder, etc. Figure 2.1.7 is the daily candlestick 
chart of Kotak bank. It is almost a year-long accumulation pattern 
which broke out during April 2014. P&F chart of the same time 
plotted with a 3% box-value is shown in Figure 2.1.8. 


Kotak bank diy candlestick chart 


$ 5 
gr 


hal beon 


Ste 


(i ha : 


| | 7 oy 
Wh n ht Mi „9 i ! 
w i i | ti fe 


j 


Figure 2.1.7: Kotak bank daily candlestick chart 
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Figure 2.1.8: Kotak bank daily 3% x 3 cl Point & Figure chart 


It occurred as a Triple Top Buy formation in a P&F chart. This 
multi-column breakout formation easily shows us breakout 
formation from long period of consolidation or accumulation. Such 
breakout patterns, especially in higher box values, are very 
significant events. It is far easier to identify and scan for such 
breakout patterns in P&F charts, which may be difficult to do with 
other charting methods. High box-value and their utilization will be 
discussed in Chapter 5, but the principle is applicable in all types of 
P&F charts and time frames. 


There could be a long accumulation formation in intraday time- 
frame charts when we come across Triple Top Buy in daily charts. 
Similarly, Triple Bottom Sell formation displays significant 
distribution pattern on lower box-value or time-frame charts. Figure 
2.1.9 shows a 10 x 3 P&F chart of Nifty futures on 1 min time 
interval. 


Nifty futures one min interval 10x 3 cl P&F chart 
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Figure 2.1.9: Nifty-I futures 1 min interval 10 x 3 cl Point & Figure chart 


There are two Triple Tops and one Triple Bottom marked in the 
chart for observation. The pattern is quite rare to find due to the 
strict requirement of having two boxes exactly at similar level before 
breakout. The most advantageous thing is a strong breakout 
formation coming with the clear rules of entry and exits. The 
formation which occurred during horizontal trends is part of 
congestion and it often results in a trap or failure. 


Have a look at the daily candlestick chart of Reliance Capital 
shown in Figure 2.1.10. 


Rel capital daily candlestick chart 
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Figure 2.1.10: Reliance Capital daily candlestick chart 
Figure 2.1.11 is a 0.25% x 3 P&F chart of Reliance capital, which 


shows 10 bar consolidation pattern as Triple Top Buy breakout. 


Rel capital 0.25% x 3 Point & Figure chart 


Figure 2.1.11: Reliance Capital daily 0.25% x 3 cl Point & Figure chart 


Whatever the instrument and time frame, objective setups can 
turn out to be a profitable trading strategy if execution is focused 
upon. Figure 2.1.12 is a 0.25% x 3 P&F chart of USDINR showing 


examples of Triple Top Buy patterns. 
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Figure 2.1.12: USDINR daily 0.25% x 3 cl Point & Figure chart 
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Figure 2.1.13 is a Bank Nifty 21500 call option premium 
plotted using 3% x 3 during April 2017. 
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Figure 2.1.13: Bank Nifty Apr 2017 21500 CE 1 min interval 3% x 3 cl Point & Figure chart 


There was a Triple Top Buy pattern formed earlier that failed but 
the one formed later worked well. Option chart analysis is discussed 
in the latter part of the book. 


Figure 2.1.14 is the 1% x 3 Point & Figure chart of daily prices of 
JP Associates. Mark Triple Top Buy and Triple Bottom Sell 
formations on the chart. Markings will be shown at the beginning of 
the next chapter. 


JP Associates 1% x 3 cl Point & Figure chart 
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Figure 2.1.14: JP Associates daily 1% x 3 cl Point & Figure chart 


Trap 


Trap should be a familiar word to market participants. We fall prey 
to it often. Getting trapped can be simply defined as getting stuck in 
a trade that has moved against the entry. 


Double Top Buy is a bullish swing breakout formation. A column 
of ‘O’ may occur after such breakout which represents correction, 
but if the same column keeps extending lower and falls below the 
low box-price of previous column of ‘O’, then Double Bottom Sell 
signal gets generated and a buy pattern that was triggered in the 
prior column gets reversed immediately. It’s a kind of shock to bulls. 


This setup represents trapped bulls, hence the name. In other words, 
when a sell pattern occurs immediately after a buy pattern, it is a 
Bull Trap formation. See Image 2.1.5. 


Image 2.1.5: Bull Trap 


Similarly, it is a Bear Trap pattern if Double Top Buy signal is 
triggered immediately after Double Bottom Sell signal. Refer Image 
ALG: 


Image 2.1.6: Bear Trap 


The reverse signal comes immediately after the breakout column; 
hence, these are strictly four-column patterns. Bull Trap is a bearish 
pattern that gets qualified at fourth column at box-price that forms 
Double Bottom Sell pattern and Bear Trap is a bullish pattern that 
gets qualified at fourth column box-price when Double Top Buy 
pattern gets formed. See Image 2.1.7, explaining the same. 


Bear Trap 
gets qualified 


Bull Trap 
gets qualified 


Image 2.1.7: Bull Trap and Bear Trap 


Bull Trap in Image 2.1.7 is formed at fourth column when ‘O’ 
appears at box-price 60 and Bear Trap is formed at fourth column 
when ‘X’ is formed at box-price 110. 


We often use words like trap or whipsaws in conventional 
pattern analysis. By that we usually mean pattern failures or false 
breakouts, but it is difficult to define the rules to figure it out. 
Objectivity of Point & Figure patterns helps us in defining this kind 
of structure. Observe the formations in 1% x3 chart of Bata India, 
shown in Figure 2.1.15. 
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Figure 2.1.15: Bata India daily 1% x 3 cl Point & Figure chart 


Pattern A is a Bear Trap because Double Top Buy pattern has 
formed immediately after Double Bottom Sell. Pattern B is a Bull 
Trap because Double Bottom Sell has occurred immediately after 
Double Top Buy. The last pattern in the chart is Triple Top Buy. 


Figure 2.1.16 shows occurrences of traps shown in the Reliance 
capital chart. 


Rel Capital 0.25% x 3 cl Point & Figure chart 
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Figure 2.1.16: Reliance capital daily 0.25% x 3 cl Point & Figure chart 


Points A, C and E are Bear traps, while B and D are Bull traps. A 
little practice is required to train the eyes to find such formations but 
objectivity makes the job easy for us. A trap is a trap, irrespective of 
what happens subsequently and a discussion over occurrence is 
pointless. 


Did a thought come to your mind as to how to know in advance 
and avoid getting trapped? It is a frequently asked question when I 
discuss traps. Let me tell you a secret: There is no way of doing that! 
And another secret: It is possible to never be trapped in markets! 
Understand that one gets trapped only when there is uncertainty 
about the method of exit. If exit to a bullish pattern is defined as 
Double Bottom Sell, then one has to liquidate the position when that 
happens. It is unfortunate that it happened immediately but that was 
a calculated risk and a part of the game. The loss being booked is a 
temporary phenomenon and an important aspect of a strategy. That 
means you don’t get trapped when you follow the patterns and your 
method of exit is certain. Being trapped is a bigger issue and it 
usually indicates the lack of any meaningful exit plan. Usually, it is 
left to the judgment of expert opinions and other sources; such 
subjective decisions play major role in getting stuck in a trade and 
seeing unmanageable losses. 


Moreover, if one is not looking at simple basic formations, one 
may not have a position when coming across a trap formation. 
Knowing that one party is stuck in the trade can become interesting 
information to such traders, because they can contribute in taking 
the prices further. 


An interesting aspect of trap formation is shown in the following 
charts. 


Figure 2.1.17 is a 0.25% x 3 P&F chart of Maruti marked with 


only Bear traps. 


Figure 2.1.17: Maruti daily 0.25% x 3 cl Point & Figure chart 
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Observe it carefully and make sure that you were able to identify 
the formations. Bear traps in this chart look interesting, don’t they? 
Price seems to be coming in favor more often than not after the Bear 
Trap pattern being formed. Have a look at the 0.25% x 3 P&F chart of 
Tata Steel shown in Figure 2.1.18, marked with only Bull traps. 
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Figure 2.1.18: Tata Steel daily 0.25% x 3 cl Point & Figure chart 


They look yummy in the above chart and price seems to be 
waiting for them to record sharp falls. Bear traps in chart of Maruti 
and Bull traps in the chart of Tata Steel look like profitable 
formations for a simple reason which you may have noticed. There is 
an important difference in both the charts: price was in an Uptrend 
in the first chart and in a Downtrend in the second. You got the idea 
then. Bear traps in Uptrend and Bull traps in Downtrend are 
effective setups and nice opportunity for traders. 


Understand the logic of the setup. People look for resistances and 
predict tops when price is rising. They become confident when 
swing low is broken, which is where Double Bottom Sell pattern is 
typically generated. Bears feel comfortable because instrument has 
gone up ‘a lot’ and there can be a serious correction which has just 
begun. Weak longs also get shaken out. But price reverses 
immediately and resumes the Uptrend. Traders who are short will 
run for cover and exited longs will feel the pain of missing the bus 
looking at the soaring prices. Fresh breakout traders will find a 
candidate. Stock is being shifted into strong hands. Hence, bear traps 
are logical and more profitable formation when the instrument is in 
Uptrend. 


Similarly, people keep finding Bottoms and supports when the 
price is in Downtrend. It is more comfortable to buy stock when it 
has corrected because risk- reward looks favorable. Bullish swing 
breakout or Double Top Buy formations provide confidence to the 
bulls because it seems that it has bottomed-out. But price reverses 
immediately and generates Double Bottom Sell signal. This comes as 
a shock to bulls and leveraged traders panic. Their selling results in 
more downside. Hence, Bull Trap is a more favorable and profitable 
pattern in Downtrend. 


So the trap in the direction of trend is a logical trading setup. You 
may want to look for Bull traps in chart of Uptrend in Figure 2.1.17 
and Bear traps in chart of Downtrend in Figure 2.1.18. We will 
discuss trend identification techniques in Chapter 3. It is pertinent to 
note in this context that Bear traps are also Fresh Double Top Buy 
signals because Buy signal has come after sell signal and Bull traps 
are also Fresh Double Bottom Sell signals. 


If price reverses immediately after Bear Trap and generates 
Double Bottom Sell signal, then pattern fails. Similarly, if price 
reverses immediately after Bull Trap and generates Double Top Buy 
pattern, then Bull Trap fails. Hence, the basic Buy-Sell signal and 
pattern failure level is the same in case of traps. We will discuss 
various methods of analysis and different setups in the chapters to 
come; in all of them, when trap is a part of the setup it increases the 
chances of success. 


Figure 2.1.19 is a 1% x 3 Point & Figure chart of DLF. Mark Bear 
Trap and Bull Trap formations in the same. Marking will be shown at 
the beginning of the next chapter. 


OLF 1% x 3 cl Point & Figure chart 


Figure 2.1.19: DLF daily 1% x 3 cl Point & Figure chart 


Pole 


Pole formation is truly a gift from Point & Figure to the world of 
technical analysis. It is a matchless and useful pattern even from the 
perspective of designing systems. Pole doesn’t get generated upon 
Double Top Buy or Double Bottom Sell signal; hence, it is a reversal 
formation and not a breakout or continuation. There are two types of 
poles: High Pole, which is a bearish formation, and Low Pole, which 
is a bullish formation. 


People often find pole a difficult pattern to identify or remember. 
Below is a stepwise explanation of them for better understanding. 


High Pole 
The following are three stages that qualify as a High Pole formation: 


1. Double Top Buy pattern: There must be a basic bullish 
breakout pattern. 


2. Minimum five boxes in favor after Buy signal: Price must 
have traveled by at least5-boxes or more after the buy signal. 
Refer Image 2.1.8. Double Top Buy pattern has been formed 
at box-price 100; price traveled five boxes after the same till 
box-price 140. 


Minimum 5 boxes 
more after Double 
Top Buy signal 


Double Top Buy 


Image 2.1.8: Five-box move after Double Top Buy 


Note that requirement is minimum five boxes, so any 
number of boxes above that qualifies for the next stage of 
pole. The five-box requirement is after breakout and not for 
the total number of boxes in the column. 


Column of ‘O’ falling below previous mid-price: Once price 
has traveled five boxes after breakout, if the immediately 
following column of ‘O’ falls below the midpoint of the 
previous column of ‘X’, it then fulfills the High Pole pattern 
criteria. Note that it is a mid-price of total number of boxes 
in ‘X’ and not boxes after breakout. 


Box below mid-value 
of previous column 


Image 2.1.9: High Pole 


The total number of boxes in the column of ‘X’ is 8 in the above 
example (Image 2.1.9). Mid-box is the fourth box. Mid-price can also 
be calculated in the following manner. 


Mid-box-price of column: (High Box-price + Low Box-price) /2 


High box-price in the column of ‘X’ is 140 and low box-price is 
70, so mid-value is 105 as per the above calculation. Immediate box- 
price below 105 is 100, so that becomes the box-price at which High 
Pole will get formed. We considered box-price below mid-value 
because the column is of ‘O’, which represents falling prices. 


High Pole gets formed the moment ‘O’ falls below mid-box-price 
of previous column of ‘X’ after meeting all three criteria mentioned 
above. 


It is explained stepwise to make it simple to understand, but 
think of it as a whole. There are basically three requirements to 
forming the High Pole, which can be remembered as breakout, long 


column and 50% retracement, all happening over four columns. 
Breakout is basic bullish signal, long column is defined as minimum 
five boxes in favor and 50% retracement is price going below mid- 
value of previous column. 


Figure 2.1.20 is 10 x 3 P&F chart of hourly prices of Nifty. 
Patterns A, B and C are High Pole which got formed when box 
shown by arrow got marked. High price, low price and mid-box- 
value are shown in the chart for better understanding. It is basically 
at least 50% retracement to the previous swing move. 
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Figure 2.1.20: Nifty-I futures 60 min interval 10 x 3 cl Point & Figure chart 


Low Pole is exactly the opposite of High Pole. The following are 
the three stages of Low Pole formation: 


1. Double Bottom Sell signal: Basic bearish breakout pattern. 


Minimum five boxes in favor after Sell signal: Price has 
traveled at least five boxes more after Sell signal. See Image 
2.1.10. Double Bottom Sell signal has been formed at box- 
price 90. Price has traveled five boxes after the same till box- 
price 50. 


Minimum 5 boxes 
more after Double 
Bottom Sell signal 


Image 2.1.10: 5 box move after Double Bottom Sell 


Column of ‘X’ that rises above previous mid-price: Column 
of ‘X’ appearing immediately after the breakout rises further 
to go above mid-box-price of previous column of ‘O’. In 
Image 2.1.11, total number of boxes in the column of ‘O’ is 8. 
High box-price in the column of ‘O’ is 120 and low box-price 
is 50, hence mid-value is 85. Immediate box-price above 85 
is 90, which becomes the box-price above which the Low 
Pole will get formed. We looked at box-price above mid- 
value because it is a column of ‘X’ that represent rising 
prices and needs box-price higher than mid-price to call it a 
breach. 
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Image 2.1.11: Low Pole 


Figure 2.1.21 is the same Nifty spot hourly chart plotted using 10 
x 3 parameters. Patterns A, B and C are Low Pole formations. Levels 
are shown in the chart for better understanding. 


Nifty hourly 10 x 3 cl Point & Figure chart 
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Figure 2.1.21: Nifty-I futures 60 min interval 10 x 3 cl Point & Figure chart 


Note that Low Pole gets formed in the column of ‘X’, being 
bullish formation, and High Pole gets formed in the column of ‘O’, 
being bearish formation. Poles are thought-provoking four-column 
formations. Software may show you ready-made plotting but a little 
practice will train your eye to spot it on charts. Don’t let the mid- 
value requirement complicate things. It’s simply a mid-price of long 
column which can be observed. The trick is to look for long columns 
and then check the 50% retracement. 


Requirement of long column defines strength of the trend. After 
Double Top Buy formation, when price advances further to produce 
more boxes, it shows that bulls got immediate move in favor. The 
column can have any number of boxes and it can be very large as 
well, which typically happens in strong trends. Immediate reversal 
after such strong trends is a shock to traders. Price getting retraced 
by 50% leads to significant erosion in potential profit and hints at 
strong vertical price reversals known as ‘A’ or ‘V’ shaped reversals. 


You may find different versions of poles in other books. There is 
a requirement of some consolidation or congestion before the 
occurrence of poles. But to define the pattern of congestion is not 
easy and people remain subjective while doing that. The three 
criteria discussed above to define poles are clear and help in keeping 
it objective. One can define what one needs before poles or after it 
for further analysis. 


Another thought that can come to mind is why five boxes and 
why 50%? Few authors have also mentioned a three-box requirement 
for poles. I think five boxes suffice; it defines the large column and 
favorable move. But this can be customized. Similarly, 50% 
requirement can be replaced by some Fib number like 61.8 or 38.2 or 
any other number. Such customizations can be made as per the 


preference and can be back-tested before actual implementation in 
trading. 


You may want to do such experiments once you practice the 
charts more and the concept is grasped. For the moment, these basic 
rules to define poles are sufficient. Clear definition of pattern is the 
most important aspect of trading because execution becomes simple 
thereafter. Moreover, 50% is mid-value of previous columns, hence 
easy to remember and identify. 


High price of breakout column of ‘X’ is the highest point of the 
High Pole formation; pattern fails if price goes above the same. Low 
price of breakout column of ‘O’ is the lowest point of Low Pole 
formation. Price going below the same negates the pattern. See 
Image 2.1.12 for more explanation. 


Low Pole 
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High Pole Failure 


Low Pole Failure 


Image 2.1.12: Pole failures 


Figure 2.1.22 is 0.50% x 3 daily P&F chart of CESC. 
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Figure 2.1.22: CESC daily 0.50% x 3 cl Point & Figure chart 


Pattern A is High Pole that occurred during July 2014. Price went 
lower and Low Pole was formed at pattern B later in the same month. 
Pattern C was High Pole that failed and price soared further to mark 
high box-price at 813 during September 2014 where pattern D 
occurred which is a High Pole. Price went down till 656 box-price. It 
formed High Pole again at pattern E, which was followed by lower 
prices. Low Pole got formed at pattern F at box-price 632. Price went 
higher post that and marked box-price of 732 during February 2015. 
Pattern G is the High Pole that witnessed sharp fall in the same 
column itself. 


Observe P&F chart of Arvind shown in Figure 2.1.23. 


Figure 2.1.23: Arvind daily 0.50% x 3 cl Point & Figure chart 


Pattern A is Low Pole formed during early May of 2015 but price 
consolidated after the same. Again Low Pole occurred around same 
levels at pattern B during June 2015 at box-price 229. That was the 
beginning of the Uptrend in the prices that marked box-price of 320 
on the chart. High Pole occurred at pattern C, which resulted in 
correction till box-price of 250. Patterns D and E formed High Pole, 
resulting in column consolidation phase. Low Pole at Pattern F failed 
but price immediately bounced and regained the previous territory. 
Pattern G was another Low Pole in an Uptrend, which took prices to 
361 in the month of January 2016. 


A P&F column represents a swing move and large columns 
display strong trends. Poles represent vertical reversal and swift 50% 
retracement to such large swings. Moreover, it is only a previous 
column, hence recent price swing gets retraced by more than 50% — 
this recent swing is very difficult to define otherwise. Hence, Pole is 
a unique setup and one of the important features of P&F charts that 
provides us truly meaningful information about the price structure. 
Pole is the only reversal pattern of P& most others are breakout 


patterns and get generated when Double Top or Double Bottom 
pattern is completed. 


What is important to understand here is that whenever price 
exceeds five boxes after breakout, it qualifies for the High Pole, 
which will be formed if price goes below mid-price of column of X. 
Hence, in case of reversal, bearish High Pole will get formed before 
Double Bottom Sell formation in the same column. Refer Image 
ALL. 
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Image 2.1.13: Poles 


So, poles provide early signals of reversal many of the times and 
can be utilized as an exit pattern along with basic sell signal. If pole 
is considered as an exit pattern, the stop should be brought to mid- 
column price if a Buy signal exceeds five boxes in the same column, 
simply because it will be qualified for High Pole formation in that 
case. Similarly, a stop should be trailed to mid-column price if a sell 
signal is followed by five or more boxes in favor in the same column. 


You can remember these patterns as 50% pole. P&F charts are 
swing charts and patterns it produces are ‘M’s and ‘W’s that are 
visible when we connect them with high and low prices of the 
columns, as shown in Image 1.2.8 in previous chapter. It now has ‘A’s 


and ‘V’s also due to the poles! Interesting? Take a break before going 
ahead to ponder over it. 


Poles can act as reference points: Low Pole occurring frequently 
in the same area shows demand zone and High Pole appearing in the 
same area indicates supply zone. Observe the Ajanta Pharma chart 
shown in Figure 2.1.24. 


Figure 2.1.24: Ajanta Pharma daily 0.25% x 3 cl Point & Figure chart 


Boxes on the chart show the area where poles have occurred 
frequently. Low Pole occurring around the same level shows demand 
area, indicating bullishness. And High Pole occurring frequently in 
the same price zone indicates supply zone or bearishness. The area 
when broken indicates that price is changing orbit. Support 
becoming resistance and resistance becoming support is known as 
polarity principle, which is applicable here and highlighted in the 
chart above. 


Figure 2.1.25 is a chart of Apollo Tyre showing demand and 
supply areas. 
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Figure 2.1.25: Apollo Tyre daily 0.25% x 3 cl Point & Figure chart 


Using poles as exit strategy results in excessive trades but seems 
effective. 


Figure 2.1.26 is a P&F chart of Glenmark. Mark High Pole and 
Low Pole formations on it. Correct markings are shown at the 
beginning of Section 2.2. 
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Figure 2.1.26: Glenmark daily 0.50% x 3 cl Point & Figure chart 


Triangles 


The Triangle is another unique feature of P&F charts. No other 
method can display converging formation in such an impressive 
manner. I need to explain Inside Column before discussing triangles. 


Inside Column 


As the name suggests, Inside Column is a column that is confined 
within the previous column; meaning that the high of the inside 
column is below the high of its previous column and low is above the 
low of its previous column. (See Image 2.1.14) I borrowed this 
concept from Inside Bar or Harami candlestick formation, but 
remember a P&F column is not a bar or candle representing a 
particular time period — it represents a price swing. So when range 
of a swing move is within the range of its previous swing move, an 
Inside P&F Column is formed. 


Image 2.1.14: Inside columns 


It is also important to understand that an Inside Column actually 
forms upon occurrence of third column because second column is 
moving until then and there is a possibility that it doesn’t remain an 
Inside Column. Occurrence of third column locks the Inside Column 
pattern. 


Inside Columns are simple yet powerful formations that are easy 
to identify. It shows that current swing points are within the prior 
swing points that indicate price congestion. Consecutive Inside 
Columns display prolonged price congestion. (See Image 2.1.15). 


Series of inside columns : 
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Image 2.1.15: Series of Inside Columns 


Triangles 


Triangles must be a familiar pattern for someone having even a basic 
knowledge of Technical Analysis. It is a pattern of convergence 
where the length of each price leg is smaller than its previous price 


leg. With Point & Figure, an Inside Column shows inside swing 
move. Series of Inside Columns display converging price pattern. 
Image 2.1.16 shows three consecutive Inside Columns that create a 
symmetrical triangular price formation. It becomes a four-column 
Triangle pattern where price range of every column is within the 
range of its previous column. 
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Image 2.1.16: Four-column triangle 


Such is the beauty of Point & Figure charts that converging 
formation is also made objective and well defined. A convergence 
indicates price consolidation and it remains a consolidation until 
broken out. A four-column Triangle indicates strong congestion 
where previous three swing trends have been within their earlier 
trends; it is very difficult to define convergence in this manner 
otherwise. Breakout after such kind of congestion is expected to be 
followed by expansionary move. Breakout is well defined in P&F 
charts via basic Buy-Sell signals. Hence, a Double Top Buy after 


Triangle is a bullish Triangle breakout and Double Bottom Sell signal 
after Triangle is a bearish Triangle breakout pattern. 
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Image 2.1.17: Breakout from four-column Triangle 


So, note that it is not a bullish triangle if last column is of ‘X’ and 
bearish Triangle if last column is of ‘O’. Breakout can happen in the 
fifth column or any column after that; it is possible that price keeps 
consolidating for few more columns and generates breakout 
subsequently. Triangle is a neutral formation and it becomes bullish 
or bearish based on the direction of the breakout that may happen in 
any column after triangle. P&F Triangles are also important from the 
point of view that they don’t plot time and display price congestions 
only. Figure 2.1.27 is a chart of Wipro showing four-column 
Triangles that occurred between December 2014 and June 2015. 
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Chart period from Dec 2014 to June 2015 
Figure 2.1.27: Wipro daily 0.25% x 3 cl Point & Figure chart 


Breakout from pattern A was very effective but the same from 
pattern B didn’t last long. Breakout from pattern C was equally 
effective. All three breakouts occurred in the fifth column of 
Triangle but breakout from pattern D didn’t occur immediately. The 
fifth column didn’t register the breakout and it eventually happened 
in the seventh column, which also happens to be a Triple Top Buy. 


Exit based on Double Top Buy and Double Bottom Sell signal is 
recommended from bearish and bullish triangle breakouts, 
respectively. As mentioned earlier, the Triangle pattern displays 
congestion, and many of the times, first breakout from tight 
congestion proves to be a false breakout that traps the trader who 
expected the expansion after tight range-bound activity. It is similar 
to head fake formation described by John Bollinger (see Bibliography 
Point 2) that usually happens after a significant band squeeze. To 
make it relevant here, often the first Triangle breakout fails and the 


breakout in reverse direction produces a strong move. This failure of 
Triangle breakout is also a tacit pattern in the reverse direction. For 
this reason, there is a different rule for failure level of this pattern. 


Triangle formation when followed after bullish breakout remains 
valid until price falls below recent ‘O’ of the pattern. Similarly, 
bearish breakout after Triangle formation remains valid until price 
goes above recent ‘X’ of the pattern. Refer Image 2.1.18. 
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Image 2.1.18: Triangle failure 


It is possible that Inside Column keeps appearing and a four- 
column Triangle turns out to be a bigger one. Hence, there could be 
five, six or more column in a Triangle. Triangle with larger number 
of columns indicates some serious price congestion. 


A four-column Triangle breakout is minimum five-column 
pattern because the earliest possible breakout happens in the fifth 
column. It becomes a Triangle only upon the occurrence of the fifth 
column when the fourth column as inside formation gets locked. 
Four-column Triangles that display prolonged price congestion are 
quite rare. 


But breakout appears many of the times in the fourth column 
itself. It is observed over so many charts that even series of two 
Inside Columns can be as effective and important as four-column 


patterns. So the three-column Triangles are also interesting 
congestion formations that generate effective trading opportunities. 
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3 column Triangle 


Image 2.1.19: Three-column Triangle 


Image 2.1.19 shows three-column Triangles, which is a series of 
two Inside Columns. 


Three-column Triangles are equally effective though their 
occurrence could be more frequent. Breakout and all other things 
remain same with three-column triangles as well. 


If you notice, when the first column is very large in a three- 
column Triangle, it suggests consolidation after trend but does not 
become a triangular formation. Similarly, if the first two columns are 
very large, then it doesn’t satisfy the essence of triangle formation. 
Refer Image 2.1.20 to understand this. 
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Image 2.1.20: A 50% three-column Triangle 


To deal with this, I have defined a rule. Each column in the series 
of three-column triangle should be at least half the length of its 
previous column. So, column 1 shouldn’t be more than double that of 
column 2 and column 2 shouldn’t be more than double that of 
column 3 in length. These are the prerequisites of three-column 
Triangles. 


I do not wish to complicate things, but this rule was essential to 
be made. To keep it simple, there are two types of three-column 
Triangles: without 50% rule and with 50% rule. To begin with, you 
can forget all these and observe all three-column Triangles (without 
50% rule). You can read this later when you have mastered the 
formation. Note that 50% rule is not required in case of four-column 
Triangle. 


Remember, a three-column Triangle gets locked over appearance 
of fourth column, and breakout happens at fourth column or 
thereafter (see Image 2.1.21). 
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Image 2.1.21: Breakout from three-column Triangle 


Figure 2.1.28 is a 1% x 3 P&F chart of BPCL. 
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Figure 2.1.28: BPCL daily 1% x 3 cl Point & Figure chart 


Pattern A is a three-column triangular formation. ‘O’ at fourth 
column happened to be at same level of previous ‘O’ so there was no 
breakout. It broke out to the upside in the fifth column. Pattern B is 
another three-column Triangle broken out at the fourth column. 
Breakout from pattern C also triggered in fifth column but followed 
by another Triangle shown at pattern D. It is important to 
understand that Triangles display congestion and breakouts are 
expected but they should not be pre-empted; consolidation can be 


prolonged and breakout direction is uncertain. If you have a feeling 
that breakout is certain in a particular direction, then don’t trade it! 
Markets often surprise us and the best of trades happen when we are 
least comfortable in making them. 


Figure 2.1.29 is a daily P&F chart of Axis bank. 
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Figure 2.1.29: Axis bank daily 0.25% x 3 cl Point & Figure chart 


There are five occurrences of triangles in the Axis bank chart 
over the 1-year period it displays. Patterns A and B are three-column 
triangles around the same zone that witnessed breakout in 
immediate column. Patterns C, D, E and F are four-column Triangles 
that also witnessed immediate breakouts. The formations on this 
chart have been effective. Breakout after pattern C was retraced back 
immediately but it was a pullback to the pattern and price resumed 
the Uptrend soon afterwards. 


Note in the chart that breakouts from patterns B and E were 
compelling. There is another observation applicable to them, 
described in Section 2.3 on Follow-through. Nonetheless, Triangles 
come with predefined exit to play breakout from consolidating price 
formation. Risk is usually low and a thrust is expected. 


Figure 2.1.30: Tech Mahindra daily 1% x 3 H-L Point & Figure chart 


Figure 2.1.30 is a 1% x 3 High-Low P&F chart of Tech Mahindra. 
High-Low charts are aggressive in nature and have more columns 
than charts plotted with closing prices. Breakout levels on these 
charts can help traders to refer levels in real time also and they need 
not wait till closing prices. Breakout didn’t happen immediately from 
three-column Triangle shown at pattern A. It happened to be Triple 
Top Buy after Triangle formation. Negative breakout after pattern B 
didn’t sustain much and price reversed eventually to resume the 
Uptrend. Pattern C witnessed effective negative breakout. Downside 
breakout from pattern D proved to be false and price reversed 
immediately. But it faced stiff resistance at the area of strong supply 
zone, displayed by multiple ‘X’s seen around the same levels. 
Breakout from three-column triangle at pattern E didn’t happen 
immediately and was followed by Triple Bottom Sell. 


P&F doesn’t plot time consolidation. Triangles that we can see in 
three—four P&F columns may have larger congestion area in usual 
price—time charts with many consolidating bars or candles. Triangles 
are clean congestion breakout setups which are objective in nature, 
along with clearly defined entry and exit signals. Triangles are also 


important reference zones when price revisits the consolidation 
area. Converging pattern of the last three—four trends displayed by 
P&F is another matchless feature of these charts. 


If you observe carefully, you will understand that if first column 
of a triangle is of ‘X’, immediate three-column Triangle breakout will 
be bearish only and four-column Triangle breakout will be bullish 
only. Hence, in a way, direction from three-column Triangle 
breakout is certain and it depends on type of last column. But all that 
is required to remember is the level when the breakout from 
Triangle will occur. 


Have a look at the exercise charts of the last chapter to find 
Triangles. They are seen on all charts except Tata Steel. Figure 2.1.31 
is a 1% x 3 Point & Figure chart of daily prices of PNB. You need to 
mark Triangles on it. Correct markings will be shown at the 
beginning of the next section. 
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Figure 2.1.31: PNB daily 1% x 3 cl Point & Figure chart 


The major patterns discussed in this chapter along with basic 
signals are the most important P&F formations. It is interesting to 
understand that all Tops and Bottoms will have one of these 
formations. Broadly, there can be two types of Tops and Bottoms: 
‘W’ or ‘M’ shaped that show gradual reversal or ‘V’ or ‘A’ shaped that 
are vertical reversals. There will be a P&F pattern in both of these 
cases. Refer Image 2.1.22 to understand the same. 
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Image 2.1.22: W, M, V and A shaped Tops and Bottoms 


Every other pattern apart from pole is also a basic Buy-Sell 
pattern. We don’t know about top or bottom when they are being 
formed and not every occurrence of these formations indicates that. 
But knowing this may help in evaluating and to analyse the 
significance of these patterns occurring at particular price 
level/zone. 


There are exercise charts at the end of the discussion on every 
pattern. You may want to go back to all those charts again and mark 
all major patterns. Take a break before going ahead and make sure 
you have understood these patterns. Don’t be in hurry to analyse 
charts now. 


A P&F column can have any number of days, but the minimum 
will be one. Hence, a four-column setup on daily chart will consist of 
a minimum four days. The same setup when seen on larger box- 
value represents a bigger picture. Triple Top formation in 1% box- 
value will have larger width and more number of days compared to 
the same setup on a 0.25% box-value. 


Every pattern comes with the predefined entry and exit levels. 
Practice and experience will sharpen the skills of spotting them 
correctly. 


Section 2.2 will begin with all exercise charts marked with major 
patterns. The focus has been more on understanding of the patterns 
so far. The practical aspects of trading using all these information are 
discussed in the latter part of the book. 


Summary 


A. 
Triple Top Buy is a resistance breakout pattern, whereas 


Triple Bottom Sell is a support breakout formation. 
Traps = failure + breakout. 

Traps should be traded in the direction of trend. 
Poles are A and V shaped reversal patterns. 


Poles are not the breakout patterns and can be utilized as an 
exit pattern. Them occurring at the same area shows demand 
and supply zones. 


Traps and Poles can work as important support and 
resistance points when markets are in a bracketed phase. 

Triangle is a converging formation; there are three-column 
Triangles, and multi-column Triangles. It is an objective P&F 


formation that offers a trade with attractive risk—reward 
ratio. 


The pattern that has not failed becomes a reference area for 
future trends. 
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Image 2.1.23: P&F Major Patterns 


2.2; OTHER IMPORTANT PATTERNS 


Charts were given for exercise after every discussion in the previous 
section. All those charts are shown below with all four major 
patterns marked on them. 
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Figure 2.2.2: DLF daily 1% x 3 cl Point & Figure chart 
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Figure 2.2.4: PNB daily 1% x 3 cl Point & Figure chart 


The rest will be a cakewalk if you have been able to spot these 
patterns correctly. Read the section on patterns again if you face 
problems in identifying any of the formations. Eventually you will 
realize the importance of all these exercises. 


This section deals with patterns which are derivatives or 
extensions of major patterns. But they have greater significance due 
to additional information that they provide. Having understood the 
major patterns will help you grasp them easily. Let us discuss them. 


Broadening Formation 


Trap formation was discussed in the previous section. Recollect and 
revise them before going ahead. We discussed that Double Top Buy 
pattern immediately followed by Double Bottom Sell pattern is a Bull 
Trap. What if Bull Trap fails immediately and forms another buy 
pattern? Or Bear Trap is immediately followed by a Sell pattern? It 
will look like Image 2.2.1, shown below. 


Image 2.2.1: Broadening formation 


So, it traps the smart guy who entered assuming that the other 
side is trapped! The formation represents widening swing and is 
known as a Broadening pattern. A buy pattern immediately formed 
after Bull Trap is a five-column pattern with consecutive Buy-Sell- 
Buy patterns known as Bullish Broadening formation. And a Sell 
pattern, immediately after a Bear Trap pattern, would be a five- 
column pattern with consecutive Sell-Buy-Sell patterns known as 
Bearish Broadening pattern. 


Broadening pattern is like a megaphone or expanding formation 
where every swing is wider than the previous swing. This is one of 
the inevitable phases in the life cycle of any instrument, on any time 
frame. It is truly a difficult phase for trend followers because they 
often get stopped out and breakouts fail miserably. It is a phase 
where trend-following strategies witness drawdown. The market is 
basically behaving ‘wild’ and there is no clear direction. 


Figure 2.2.5 is a daily 0.25% x 3 P&F chart of LT. Two 
occurrences of Bullish and Bearish Broadening formations between 
May and November 2015 are marked on the chart. 
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Figure 2.2.5: LT daily 0.25% x 3 cl Point & Figure chart 


Bullish Broadening formation is a failed Bull Trap and it is also a 
Bull Trap formation immediately followed by a Bear Trap. Similarly, 
Bearish Broadening pattern is a failed Bear Trap and also a Bear Trap 
immediately followed by a Bull Trap. The last three columns of both 
the patterns are basic signals. Do not get confused with the 
multitude of patterns being described. The idea is to explain the 
concept of patterns within a pattern. A multi-column formation is a 
combination of patterns and knowing it in this manner will help you 


understand price structure and design your own observations going 
further. 


Bullish Broadening pattern is formed when Buy signal is 
generated in the fifth column and Bearish Broadening pattern is 
formed when Sell signal is generated in the fifth column. 


Broadening pattern failure happens when the price either falls 
below the lowest ‘O’ of Bullish Broadening pattern or rises above the 
highest ‘X’ of Bearish Broadening pattern. (See Image 2.2.2). 
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Image 2.2.2: P&F Broadening formations 


If Broadening formations are failed traps, then it would be 
interesting to know the ratio of traps that fail immediately; in other 
words, how many times a Trap formation becomes a Broadening 
formation. The table featured below details the number of 
occurrences of all Traps and Broadening patterns in stocks from the 
Nifty 500 index (defined by the National Stock Exchange). The 
calculation is based on the 20-year price data from 1° January 1996 
to 31st March 2015. They are derived from a total of 8 box-values 
starting from 0.25% up to 2%. Table 2.2.1 shows the number of 
occurrences and the ratio. 


Table 2.2.1: Number of occurrences of Trap and Broadening patterns in Nifty 500 stocks 
from 1-1-1996 to 31-12-2015 


133648 [Bull Trap 124099 


Bearish Broadening 24432 Bullish Broadening 25201 
Ratio | 18.28% Ratio | 20.31% 


Roughly about 20% of Traps have become Broadening formation 
in the past. In other words, 80% of Traps don’t fail immediately. 


Figure 2.2.6 is a P&F chart of Jindal Steel. Two occurrences of 
Bullish and Bearish Broadening formations between August and 
December 2015 are marked on the chart. 
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Figure 2.2.6: Jindal Steel daily 1% x 3 cl Point & Figure chart 


Figure 2.2.7 is a 1% x 3 P&F chart of daily closing prices of Bata 
India between May 2011 and July 2014. Bullish Broadening pattern 
was formed during April 2013 around the same levels where Bearish 
Broadening pattern was formed during late 2011. It locked major 


swing bottom then, and price surged till box-price 740 during early 
2015. 


Figure 2.2.7: Bata India daily 1% x 3 cl Point & Figure chart 


The Broadening pattern is just an inverse of the Triangle pattern. 
Converging formations like triangles display dull and consolidation 
phase but swing traders are fine with it because not much trade 
signals are generated during that phase. The advantage of a noiseless 
chart is that the plotting is reduced during such phases and the 
patterns restrict a lot of trading signals; hence, those phases can be 
nicely dealt with using these charts. Broadening phases, however, 
produce wild and volatile moves, which is a difficult period to deal 
with. The one who is trading the instrument regularly may witness 
whipsaws during this phase, but it is an important information to 
others sitting on the sidelines. Normal expectation is that such 
difficult phases would be followed by a trending phase. 


Initial basic reversal signal of Broadening formations usually goes 
quite far; hence, at times they become unaffordable from the trading 
perspective. Follow-through pattern is discussed in the next section 
to understand how to deal with this. You can, however, run a scan 
and shortlist candidates where Broadening pattern has occurred. 


This will be handy as Broadening phase is typically followed by a 
trending move. 


Even Broadening formations can fail in the immediate column. 
This may happen when Broadening phase gets extended, volatility is 
all-pervasive in such cases and there is no strength in the trend. This 
is called a Double Broadening formation, because the Broadening 
pattern is followed by another Broadening pattern! 


Double Broadening Formation 


Bullish Broadening pattern when fails in immediate column 
generates Bearish Double Broadening formation. Similarly, Bearish 
Broadening pattern that immediately fails triggers Bullish Double 
Broadening pattern. It is a typical case of back-to-back Broadening 
formations, which are known as Double Broadening patterns (see 
Image 2.2.3). 
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Image 2.2.3: P&F Double Broadening formations 


In nutshell, Bullish Double Broadening formation is a consecutive 
Sell-Buy-Sell-Buy pattern where Bearish Broadening pattern is 
immediately followed by Bullish Broadening pattern. Same way, 


Bearish Double Broadening formation is a consecutive Buy-Sell-Buy- 
Sell pattern where Bullish Broadening pattern is immediately 
followed by Bearish Broadening pattern. So they are six-column 
patterns with Buy or Sell signal in each column. This type of 
formation is quite rare. 


Look at below chart of Reliance Infra. 
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Figure 2.2.8: Reliance Infra daily 0.25% x 3 cl Point & Figure chart 


Pattern A and Pattern B are Bearish Double Broadening 
formations where sixth column produced Double Bottom Sell 
pattern to fail the Bullish Broadening pattern immediately. Pattern C 
is a five-column Bullish Broadening pattern. 


It is quite rare to see the Broadening formation failing at the sixth 
column itself. We saw the number of occurrences of Broadening 
formations in Nifty 500 stocks over a period of 20 years. Table 2.2.2 
shows the ratio of Broadening formations failing immediately, based 
on the number of occurrences during the same period. 


Table 2.2.2: Number of occurrences of Broadening and Double Broadening patterns in Nifty 
500 stocks from 1-1-1996 to 31-12-2015 


Occurrences Pattern | Occurrences | 
earish Broadening Bullish Broadening 25201 


ullish Double Broadening Bearish Double Broadening 3326 
14.68% Ratio | 1320% | 


Hence, Broadening patterns don’t often fail immediately and the 
ratio goes down further as box-value increases. Double Broadening is 
extended Broadening which has lower failure ratio. 


The other side of objectivity that noiseless charts display is that 
you can see whipsaws clearly. You can see periods of trouble also. 
This is not displayed so clearly in the usual charts. You can easily see 
the periods of Broadening and Double Broadenings where trend 
followers might have been in trouble. 


Broadening is an inevitable phase of every instrument and every 
time frame. It is unavoidable but can be dealt better with the help of 
position sizing. Reduce the bet when stop is far; remember the 
affordability part we discussed in the Chapter 1. 


Broadening formations provide very important reference points. 
It is the area of battlefield of the Bulls and Bears where one side 
eventually took over. 


100% Pole 


We discussed pole formation in the previous chapter. A pole is 
formed when a column is retraced by 50% immediately after the long 
breakout column — you can call it 50% Pole. It is possible that after 
forming 50% Pole, the trend continues in the same column and 
retraces the prior swing by 100% or more. Such a pattern qualifies as 
a 100% Pole! 


High Pole is formed when column of ‘O’ retraces previous long 
column of ‘X’ by 50%. If same column of ‘O’ continues the down 
move and retraces the prior move entirely to generate Double 


Bottom Sell pattern in the same column, then it is a bearish 100% 
Pole. Similarly, after forming Low Pole, if ‘X’ continues to rise and 
generate Double Top Buy formation in the same column, then it is a 
bullish 100% Pole (See Image 2.2.4). 
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Image 2.2.4: P&F 100% poles 


Understand that a 100% Pole pattern is a usual Pole formation as 
well and prior conditions about the pole pattern remain the same. 
There should be at least a five-box move after the breakout, and 
retracement column should happen immediately. The difference is 
that the retracement is deep enough to go up to 100%. You might 
have noticed this pattern while reading poles. I segregated 100% Pole 
from usual pole because it provides indication of more bullishness or 
bearishness than 50% Pole. It shows a steep reversal that has 
retraced prior move completely. In this instance, the prior move by 
itself was a strong move, representing a breakout of at least five 
boxes or more. A strong move after breakout that gets completely 
retraced would come as a shock to the traders. 


They are called 100% Poles because they retrace prior swing 
move by more than 100%. Simple names help in remembering the 
formations. I also used to call it ‘back to pavilion’ initially, and asked 
people to remember it by name bullish or bearish engulfing, mainly 
because of their resemblance with engulfing candlestick formation 
and due to the popularity of candlestick charts. Many people call the 
column a candle, it is fine as long as the concept is understood. Daily 
candlestick chart engulfing pattern shows that the previous day 
candle is engulfed, whereas daily P&F engulfing column pattern 
shows that the previous swing move is engulfed and retraced 
entirely. You will often find instances of 100% Poles at major Tops 
and Bottoms. 


Have you observed that a 100% Pole is a trap formation as well? 
In fact it is a combination of three patterns. A bearish 100% Pole is a 
High Pole, a Bull Trap and a Double Bottom Sell as well. Similarly, a 
bullish 100% Pole is a Low Pole, a Bear Trap as well as a Double Top 
Buy pattern. So it is a powerful formation and occurs on all time 
frames but seen more on lower box-value charts. 


Figure 2.2.9 is a 0.25% x 3 daily P&F chart of Reliance Infra. 
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Figure 2.2.9: Reliance Infra daily 0.25% x 3 cl Point & Figure chart 


There are several 100% Poles in the above chart. Pattern A and B 
are bearish 100% Pole followed by lower prices. Pattern C is bullish 
100% Pole that failed but followed by bearish 100% Pole at pattern D, 
which was a timely occurrence. Pattern D is also a Bearish 
Broadening formation if looked at carefully. Pattern E is Low Pole 
and not 100% Pole. Pattern F is a bullish 100% pole followed by 
bearish 100% pole at pattern G that failed. Patterns H and I are 
bullish 100% Poles that was followed by a sharp spike in price. 


Figure 2.2.10 is the intraday time interval chart of Nifty, plotted 
using 5 x 3 parameters with closing prices of every minute. Vertical 
lines are day-separating lines. 
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Figure 2.2.10: Niftyfutures 1 min interval 5 x 3 cl Point & Figure chart 


Patterns A and B are bullish 100% Poles that occurred around 
same levels, which resulted in a steady upswing. Pattern C is bearish 
100% Pole that occurred as shock to the bulls who were riding the 
trend smoothly. The price follow-through was significant. Low Pole 
formation that failed subsequently can be seen at the end of the 
chart. 


So, a Pole can turn out to be the 100% Pole. Table 2.2.3 shows 
occurrences of Poles and 100% Poles in the all stocks of Nifty 500 
over 20 years. 


Table 2.2.3: Number of occurrences of Poles and 100% Pole patterns in Nifty 500 stocks 
from 1-1-1996 to 31-12-2015 


Occurrences |Pattern | Occurrences | 
ow Pole 147465 High Pole 165157 


ullish 100% Pole | 60768  |Bearish1i00%Pole | 56556 | 
41.21% |Ratio | 34.24% | 
Ratio of Low Poles becoming bullish 100% pole is quite high; 
hence, exit based in Low Pole seems a sensible approach. For entry, 
waiting for 100% Pole helps in filtering poles. The ratio of pole 
becoming 100% Pole gets reduced as box-value is increased. 


Bullish 100% Pole fails when bottom of the pattern is broken and 
bearish 100% Pole fails when top of the pattern gets broken, as 
shown in Image 2.2.5. 
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Failure of 100% Pole 
Image 2.2.5: Failure levels of 100% Pole 


While I said that High Poles and Low Poles can be good exit 
patterns, 100% Poles are entry patterns. The problem, however, is 
that the initial risk is very high with an entry using 100% Poles. 
Section 2.3 on Follow-through will help in dealing with it. 


If 100% Pole fails in immediate column, it will become a 
Broadening formation. We saw the occurrences of 100% Pole in 
Table 2.2.3. Table 2.2.4 shows number of 100% Poles becoming 
Broadening formations. 


Table 2.2.4: Number of occurrences of 100% Pole and Broadening after Pole patterns in 
Nifty 500 stocks from 1-1-1996 to 31-12-2015 


Bearish 100% Pole | 56556 [Bullish 100% Pole 60768 


Bearish Broadening after pole 7913 Bullish Broadening after pole 
Ratio | 8.99% Ratio 18.32% | 


The ratio of 100% Poles that fail immediately has been very low. 
The 100% Poles do not typically offer an affordable trade. A 
subsequent entry based on a Follow-through can be a rewarding 
trading opportunity. 


The 100% Pole formations are important reference patterns when 
we analyse the chart of an instrument. There is an extra flavor of 
bullishness or bearishness associated with the pattern. There is an 
ingredient of failure of one side along with strength of the 
overpowering side. 


Spend some time on observing charts as we discuss the patterns. 
There are not many rules and a little practice is required to gain 
proficiency in identifying these patterns. More importantly, these 
patterns are objective in nature, hence once understood, will be 
etched in memory quite easily. Broadenings are an extension of 
Traps and 100% Poles are an extension of 50% Poles. I am covering 


P&F formations that are different from each other, but are 
complementary in nature. 


Let us shift focus to the bullish and bearish patterns that 
reversed. These patterns provide key insights about the state of the 
market. 


Pattern That Reversed 


Bearish and bullish patterns that reversed are reversal formations 
and not really an extension to any pattern that we have discussed so 
far. I wish their names were different to make them less confusing 
and easy to remember. Nonetheless, they are useful and important 
formations that can easily be understood. Bearish pattern that 
reversed is a bullish pattern and bullish pattern that reversed is a 
bearish pattern. 


These patterns indicate a trend reversal. A Buy signal formed 
after a bearish trend can be classified as a bearish pattern that 
reversed. Bearish trend for this formation is defined as a series of 
two Double Bottom Sell patterns. Hence, a Buy signal happening 
after two consecutive sell signals, becomes a bearish pattern 
reversed. 


Similarly, a Double Bottom Sell pattern immediately coming after 
two consecutive Double Top Buy patterns, is called a bullish pattern 
that reversed. 


Bearish Pattern Reversed Bullish Pattern Reversed 


Image 2.2.6: Bearish and bullish pattern reversed 


It is a six-column reversal formation where a trend gets reversed 
in the sixth column. Note that there shouldn’t be a Buy signal before 
the sixth column, meaning that column of ‘X’ in second and fourth 
column shouldn’t have produced Double Top Buy pattern to qualify 
for bearish pattern reversed. Similarly, there shouldn’t be a Double 
Bottom Sell pattern before sixth column to qualify for the bullish 
pattern reversed formation. 


In other words, column 3 or 5 shouldn’t be a Bull Trap in case of 
bearish pattern reversed and shouldn’t be a Bear Trap in case of 
bullish pattern reversed. 


As you can see in images, it is a reversal pattern in an established 
trend. The formation has a distinct importance when found in 
Uptrend or Downtrend. Bearish pattern reversed is a bullish flag-like 
formation when appearing in the Uptrend. It shows that the 
correction to the prior trend is over and becomes an effective 
pullback setup. Similarly, bullish pattern that reversed in Downtrend 
resembles bearish flag. Figures 2.2.11 and 2.2.12 are P&F charts of 
LIC Housing. 
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Figure 2.2.12: LIC housing finance daily 0.25% x 3 cl Point & Figure chart 


Bearish pattern reversed in Figure 2.2.11 looks like bullish flag 
formation because prior trend was up, and bullish pattern reversed 
in Figure 2.2.12 looks like bearish flag formation because prior trend 
was down. The pattern is more effective and should be traded when 
occurring in the direction of the trend. 


Bearish pattern reversed in Downtrend and bullish pattern 
reversed in Uptrend are patterns against the trend and look like 
wedge formations many of the times. Figure 2.2.13 is a P&F chart of 
Dish TV; both formations shown in the chart are against the trend. 
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Figure 2.2.13: Dish tv daily 0.25% x 3 cl Point & Figure chart 


Pattern against the trend can be referred to and provides 
opportunity when there is confirmation from other tools or 
indicators. It should be avoided when the instrument is trading in 
the new zone; meaning that a bullish pattern reversed should be 
ignored when an instrument is trading at new high. 


Bearish pattern reversed will be negated when bottom of the 
pattern gets broken and bullish pattern that reversed is negated 
when top of the pattern gets broken, as shown in Image 2.2.7. 


Top of the pattern 4 


Bottom of the pattern 


Image 2.2.7: Bearish and bullish pattern reversed 


It would be interesting to note that the last four columns of this 
pattern form a trap pattern. The last four columns of bearish pattern 
reversed is a Bear Trap and that of bullish pattern reversed is a Bull 
Trap. Conditions prior to the occurrence of trap distinguish it from 
this formation. If it fails in the immediately following column, then it 
would become a Broadening formation. 


Figure 2.2.14 is a 10% x 3 P&F chart of TVS Motors plotted with 
daily closing prices. Bearish pattern reversed was marked in the 
bottom during May 2009. Same pattern is seen in the chart during 
October 2013, which is a Continuation formation and a bookish 
setup that looks like a flag. It is interesting to observe that the 
number of boxes in the column of ‘X’ in both the cases is 24. 
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Figure 2.2.14: TVS motor daily 10% x 3 cl Point & Figure chart 


A 10% box-value! We will discuss more about it in the chapter on 
box-values. 


Catapult 


Catapult is popular Point & Figure formation and considered as a 
reliable pattern from the trading perspective. Two consecutive 
patterns in the same direction form a Catapult, where a strong Buy 
signal is followed by Continuation Buy signal. Traditionally, a Triple 
Top Buy formation is considered as a strong Buy signal; when it is 
followed by Double Top Buy formation, it becomes bullish Catapult. 
The retracement of column of ‘O’ occurring after Triple Top Buy 
should not have triggered a Sell signal. 


Hence, a bullish Catapult can be defined as a seven-column 
formation with the following criteria: 


Triple Top Breakout in the fifth column. 


Column of ‘O’ in the sixth column that has not generated a 
Double Bottom Sell pattern. 


Column of ‘O’ in the sixth column should be below high 
price of the third column of ‘X’. 
Double Top Buy in the seventh column. 


Similarly, the criteria for bearish Catapult formation are: 


^ Triple Bottom Breakout in the fifth column. 


“Column of ‘X’ in the sixth column has not generated a 
Double Top Buy pattern. 

* Column of ‘X’ in the sixth column should be above low price 
of third column of ‘O’. 

A 


Double Bottom Sell in the seventh column. 


Both the setups are shown in Image 2.2.8. 


Bullish Catapult Bearish Catapult 


Image 2.2.8: P&F Catapult pattern 


Figure 2.2.15 is a 1% x 3 P&F chart of IOB. 
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Figure 2.2.15: IOB daily 1% x 3 cl Point & Figure chart 


Bearish Catapult that occurred during July 2013 witnessed 
immediate fall in prices. Bullish Catapult that occurred during 
February 2014 resulted in smooth upswing. 


Bullish Catapult fails when price falls below bottom of the 
pattern; lowest ‘O’ of all seven columns is the low of the pattern. 
Similarly, bearish Catapult fails when price goes above the highest 
‘X’ of the entire pattern (see Image 2.2.9). 
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Image 2.2.9: Catapult failure levels 


Catapult is rare but a significant formation. It usually produces an 
affordable trade opportunity and its strength lies in the follow- 


through to the strong breakout. Refer Image 2.2.9 again. In case of 
bullish Catapult, can the sixth column, not going below previous 


column low, provide some early opportunity to trade? We will 
discuss this further, subsequently. 


Summary 


A 


It is interesting to know the candidates where breakout 
trades are in trouble. Such difficult period for trend- 
following is typically followed by a strong trending phase. 
Hence, Broadening and Double Broadening are interesting 
formations. 


The 100% Pole is a combination of three patterns and shows 
more bullishness or bearishness than High Pole and Low 
Pole. 


Bullish and bearish patterns reversed with the trend 
resemble a flag pattern and indicate that short-term price 
correction is over. They resemble wedge formations when 
found against the trend. 


Deep correction and follow-through to Triple Top Buy 


pattern are important ingredients of the Catapult pattern. 
They don’t occur often. 
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Image 2.2.10: P&F other important patterns 


2.3: FOLLOW-THROUGH 


Follow-through is an important concept and I cannot stress enough 
about its significance. If there is strength in the move, it shall witness 
a follow-through. We discussed the Catapult formation which is 
basically a follow-through to Triple Top or Triple Bottom pattern, 
Double Top Buy pattern is otherwise also a bullish signal but its 
appearance after a strong formation like a Triple Top pattern adds to 
its bullishness. 


If the major patterns that we discussed till now are followed by a 
basic Double Top Buy or Double Bottom Sell pattern, then such basic 
signals are termed as Follow-through formations. Follow-through 
makes powerful setups and _ provides affordable trading 
opportunities. They are strong P&F signals. 


Such Follow-through trade signals come across as high 
probability trading opportunity. Follow-through indicates that the 
initial pattern has strength. Hence, it is a simple yet powerful 
formation. Clear P&F signals enable us to define it easily. 


Bullish 
Pattern 


Bullish follow-thorugh Bearish follow-through 
Image 2.3.1: Follow-through 


Usually, initial reversal levels in case of Traps or Poles are quite 
far. Hence, Bear Trap or Low Pole if followed by Double Top Buy 
signal indicates not only the strength behind the pattern, but 
provides a low-risk trading opportunity as well. Similarly, Double 
Bottom Sell signal after High Pole or Bull Trap is a bearish Follow- 
through signal. See Images 2.3.2 and 2.2.3 that show Follow-through 
to Trap and Pole formations. 
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Image 2.3.2: Trap Follow-through 
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Image 2.3.3: Pole Follow-through 


Follow-through is a Continuation signal and indicates that the 
major pattern is in control. Note that it is not necessary that Follow- 
though must occur in the immediate column; it can happen in 
subsequent columns as well. Remember, a bullish Follow-through 
formation is valid only if price has not gone below the bottom of the 
initial bullish pattern. Similarly, a bearish Follow-through is valid if 
price is below the top of the initial bearish pattern. 


Broadening formation is an interesting setup but may not offer an 
affordable trade due to large initial reversal level. A Follow-through 
to the signal makes it an affordable setup that has the benefit of 
strong formation as well. Image 2.3.4 shows Follow-through to the 
Broadening formations. 
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Broadening pattern Broadening pattern 


Image 2.3.4: Broadening Follow-through 


Thus, there are two important aspects of Follow-through. First is 
that it proves the strength of the initial move. The other aspect is 
that several formations are difficult to trade initially due to wide 
stop; they can be traded when Follow-through appears. 


The Follow-through formation entry signals could be quite 
lagging but they are more efficient. It filters the signal that gets 
reversed immediately; hence it is a logically acceptable scenario. 
Given below are charts showing Follow-through formations. 


Figure 2.3.1 is a 0.25% x 3 P&F chart of CEAT Ltd. 
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Figure 2.3.1: CEAT daily 0.25% x 3 cl Point & Figure chart 


Triple Bottom Sell signal in the above chart occurred right at 
major swing top during October 2015 followed by price 
consolidation. Follow-through in the form of Double Bottom Sell 
signal without negating the initial pattern provided the opportunity 
to short with better risk—reward proposition. 


A pattern remains valid unless negated; it can be traded for a 
profit target based on vertical or horizontal counts that will be 
discussed later. The other option is to trail the position with stop- 
loss placed either at the bottom of the bullish formation or top of the 
bearish formation. Other patterns instead of basic Buy-Sell signals 
coming after valid strong patterns are also Follow-through 
formations, rather stronger in nature. 


Figure 2.3.2 is a 0.25% x 3 P&F chart of Rcom. 
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Figure 2.3.2: Rcom daily 0.25% x 3 cl Point & Figure chart 


Pattern A is Low Pole followed by Double Top Buy signal, which 
is a Follow-through to Low Pole. Pattern B is Bullish Broadening 
formation. Pattern C is High Pole formation that occurred during 
June 2014, which was followed by price consolidation. But Follow- 
through provided another affordable setup, which resulted in severe 
crash that generated a series of basic Double Bottom Sell signals. 


Figure 2.3.3 is a 0.25% x 3 P&F chart of JSW Steel. 
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Figure 2.3.3: JSW Steel daily 0.25% x 3 cl Point & Figure chart 


Pattern A is a 100% Pole that did not witness Follow-through. 
Pattern B is a Low Pole which did not see Follow-through as well. So 
price is witnessing initial thrust in the Downtrend but not being able 
to see sustained demand. Pattern C is Low pole that witnessed the 
Follow-through. Pattern D is High Pole which got negated 
immediately. Pattern E is High Pole followed by price consolidation. 
Pattern F is a Low Pole followed by consolidation and another Low 
Pole at Pattern G. Both of them eventually witnessed the Follow- 
through resulting in sharp rise in prices. 


Note that patterns A, B, D and G in Figure 2.3.3 could be avoided 
because there was no Follow-through formation. It can significantly 
improve the performance of pattern trading. Follow-through makes 
Poles an affordable entry signal. A P&F analyst should understand 
which signals are to be traded. Follow-through formation increases 
the odds of trading success. 


Follow-through is a key concept and is an extremely reliable 
pattern. Once practiced, it helps in filtering the affordable setups, 
which generally results in quick favorable move if there is strength in 


the trend. Patterns occurring against the trend will not usually see 
the Follow-through if underlying trend is strong. Concepts to be 
discussed later, relating to trend and analysis, will help in identifying 
the environment conducive to look for follow-through formations. 


Summary 


g Follow-through is the best P&F formation. 
* Tt indicates that initial pattern has strength and offers better 


risk—reward proposition. 


Pay attention to larger duration breakouts and major 
patterns; trade their Follow-throughs. 


2.4: COLUMN REVERSAL 


Although column reversal is the most basic formation of a P&F chart, 
using it from the trading perspective needs understanding of major 
P&F formations and a little practice. It can provide very affordable 
trading opportunity but one must know which setup should be 
traded. 


We discussed the affordability aspect while discussing the basic 
patterns. There can be another way of looking at the affordable 
trades or trades with lower risk. Refer Image 2.4.1. 


Image 2.4.1: Column reversal 


It is not that ‘O’ is always bearish and ‘X’ is always bullish; they 
also occur as retracement to strong trends, which is an opportunity 
to trade in the opposite direction of column. If the price is in a 
column of ‘O’ that has not generated the Sell signal, it may then 
present an affordable buying opportunity. Similarly, column of ‘X’ 
occurring after Sell signal, which has not generated a Buy signal, 
could turn out to be an affordable setup to trade short. Exit the trade 
when basic opposite signal is generated. Long signal with this kind of 
setup can be traded when trend is bullish and short signal when 
trend is bearish. The major problem with this setup is that short- 
term trend is bearish when there is a Buy setup and bullish when 
there is a Sell setup. It is akin to the adage of catching a falling knife. 
To overcome this, column reversal comes to the rescue. 


Bullish setup followed by positive column reversal can become an 
efficient entry setup if occurs in the Uptrend. Similarly, a negative 
column reversal after bearish pattern is an efficient entry point if it 
occurs in a downtrend. (See Image 2.4.2) 


Bullish CR pull back - Four box setup Bearish CR pull back - Four box setup 


Positive column reversal in Negative column reversal in 
bullish environment bearish environment 


Image 2.4.2: Column reversal pullback 


Though the column reversal pattern offers a low-risk entry, it is 
crucial to figure out when to take it. A bullish pullback is an effective 
setup in bullish environment. Bullish environment can be defined as 
bullish formation in an Uptrend. Similarly, a bearish pullback is 
effective when there is bearish formation and the trend is down. It is 
a more compelling setup for charts with higher box-values. The 
section on box-value deals with it at length. 


Figure 2.4.1 is a 3% x3 P&F chart of Tata Comm plotted with 
daily closing prices. 
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Figure 2.4.1: Tata Comm daily 3% x 3 cl Point & Figure chart 


The black line in the above chart demarcates the trend filter. The 
trend is bearish if the price is below the line and vice versa. We will 
discuss it in the section on indicators. Point A in the chart above is a 
bearish pattern followed by negative column reversal. Pattern failing 
to cross average line indicates weakness. Point B is a positive column 
reversal after a Bear Trap formation with large column of ‘X’ and 
bullish pattern in the Uptrend that forms a bullish pullback setup. 


Major patterns instead of simple Double Top or Double Bottom 
patterns are more meaningful setups. The major advantage of 


column reversal is the opportunity it provides with attractive risk— 
reward ratio. Figure 2.4.2 is a 0.25% box-value chart of Yes bank. 
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Figure 2.4.2: Yes bank daily 0.25% x 3 cl Point & Figure chart 


Arrow on the chart points at column of ‘O’ appearing after Triple 
Top Buy formation occurring at previous support level. The long 
column of ‘X’ that completed the Triple Top Buy formation provides 
entry but with relatively wide stop. The next column of ‘O’, provides 
better risk—reward trade but remember the trend is down as the 
price is in a column of ‘O’. Positive column reversal after this column 
of ʻO’ indicates strength in the setup and offers a better risk—reward 
trade. The sharp rise after the column reversal formation took the 
price at earlier supply zone where it formed Bull Trap pattern. 


Trades based on column reversal can be taken instead of basic 
signals in a strong trending environment. Column reversal can 
provide an affordable entry with limited risk at key 
resistance/support zone but it should be in the direction of the setup 
and after a major pattern. It is also a type of Follow-through 
formation and may be used especially when dealing with bigger box- 
size. A word of caution: we are essentially trying to pre-empt a Buy 
or Sell signal by using column reversal. This is generally a risky 


proposition and must be resorted to, only after sufficient experience 
and practice. There can be many setups designed with column 
reversal formation; a weak breakout is one such formation that will 
be explained in this chapter subsequently. 


Column Mid-Value 


We discussed about trading a follow-through to major patterns when 
the initial risk is unaffordable. I explored the idea of trading them 
with column reversal as the stop-loss, but it resulted in frequent 
trading and higher impact cost. Mid-value of a column is an effective 
tool for exit whenever a column is long and initial risk is high — it is a 
solution derived from Poles. A stop can be placed at mid-value for 
long columns. This would be interesting particularly from the system 
trading perspective where every signal needs to be followed. Even 
setup traders can follow this rule to trade Traps, Broadenings or 
100% Poles where initial basic signal stop is quite far. 


Summary 


A 
Column reversal is the most basic formation but needs 


experience to trade. 


It is more applicable on higher box-values and when trader 
wants to play strength of the initial pattern. 


Overall analysis of trend can improve success ratio of trading 
this basic formation. 


Beware of pre-empting and overtrading. 


Mid-value as a stop when initial basic signal is far can be a 
sensible alternative. 


2.5: PATTERN RETEST 


Price retesting of previous pivotal levels are traditionally considered 
as important supports and resistances and proves very effective most 
of the time; but trading them is quite tricky and needs confirmatory 
tools. Below is a quick look at the formations seen on usual charts 
when price retests the previous peaks or troughs. 


1. Double Bottom and Double Top 


Double Bottom and Double Top patterns I am referring to here are 
the traditional formations that are popular reversal patterns. Double 
Bottom formation is a bullish pattern that forms when price takes 
support at previous trough and bounces back to breach the neckline 
of the pattern. Similarly, Double Top is a bearish pattern that is 
formed when two peaks occur at the same level and price falls below 
neckline of the pattern. The height of the pattern is extended from 
neckline to derive the target that price can travel. 


Double Top 


Neckline 


Neckline 


Double Bottom 


Image 2.5.1: Traditional Double Tops and Double Bottoms 


2. Rising Bottom and Falling Top 


Another bullish pattern is Rising Bottom, which is formed when 
price marks a bottom higher than the previous bottom. It indicates 
the rising demand; hence, it is a bullish pattern that marks higher 
low. If price falls short of previous top, it is called Falling Top 


formation, which forms lower high and indicates falling demand and 
hence is a bearish formation. 


Image 2.5.2: Rising bottom and Falling top 


3. Swing Failure 


Swing failure is one of my favorite patterns and it is a very significant 
one too. It is a bullish swing failure pattern when previous bottom is 
broken but price quickly recovers from the lower levels and moves 
above the broken bottom. Hence, it is a kind of a trap formation also 
known as false breakout or spring bottom. Bearish swing failure is 
formed when price breaches the previous peak but is unable to 
sustain and falls back below the top. It is also known as up-thrust 
formation that traps traders who bought on the breakout above the 
swing high. 


Bearish swing failure 


Bullish swing failure 


Image 2.5.3: Swing failure 


It’s about Pattern Retest 


Patterns discussed above are formed when price retests the previous 
swing high or low. These formations have different names but they 
are variations of price testing the previous swing high or low. Price 
may bounce from the same level, or a little higher or generate false 
breakout to trap traders. These are good formations but difficult to 
trade because the type of pattern is unknown prior to occurrence. It 
is also possible that the prior swing high or low is ignored 
completely and there is no reaction in their vicinity. Hence, trades 
based on anticipation might prove dangerous. 


With P&F, we trade patterns. When I analyse all the above 
scenarios on different charts, I can simply call them a ‘pattern testing 
a previous pattern.’ See Image 2.5.4 shown below. 


Image 2.5.4: Retest 


If there is a bullish P&F pattern at point 1 and price comes to 
retest the same price zone and forms another bullish pattern at point 
2, it is a bullish pattern retest setup. Point 2 can be at same level or 
little higher or little lower than the previous bottom but it should be 
near point 1 pattern area. This way, it considers all the scenarios 
discussed above and confirms the trading opportunity upon 
occurrence of bullish P&F pattern at point 2. It is not necessary that 
both patterns are the same; they could be different in nature. While 
trying to find bottom is like catching the falling knife, the odds are 
definitely better while using the pattern retest concept. Similarly, a 
bearish pattern being formed at previous bearish pattern area is 
bearish pattern retest. (See Image 2.5.5). 


Image 2.5.5: Bullish and bearish double patterns 


The major patterns that we have discussed are important 
reference point when revisited. Figure 2.5.1 is a 1% x 3 P&F chart of 
Tata Steel. There is a bullish 100% Pole pattern at point 1 and bullish 
100% Pole pattern at point 2. The recurrence of bullish pattern at 
Point 2 confirms that buyers are still active and confirms the 
underlying bullishness. 


=| Tata Steel 1% x 3 cl P&F chart - 


100% Pole 100%% Pole 


Figure 2.5.1: Tata Steel daily 1% x 3 cl Point & Figure chart 


It is about looking for a pattern in the same area of the previous 
pattern. It is only logical to expect buying interest to resurface at 
price levels where the buyers were active earlier. We look for 
another bullish pattern as a confirmatory tool to ensure that buyers 
are indeed present at the same price zone. Looking for a pattern at 
the prior demand or supply zone removes the element of 
subjectivity and guesswork that is normally is associated while 
trading at prior support or resistance zones. Patterns come with 
predefined entry and exit levels that are traded and not the 
assumptions. If we trade patterns, then we know when it will get 
negated. The entry may have some lag but will have better chances 
of success. Patience is required and one must wait for the pattern to 
be completed before taking trades. 


There are two types of pattern retests: double pattern and triple 
pattern. When two patterns occur at same level to form pattern 
retest, it is a double pattern. When three patterns are formed at same 
level, it is a triple pattern. 


Figure 2.5.2 below a is 0.25% x 3 P&F chart of LT. 


3 | 4) 2 LT O.25% x 3 cl Point & Figure chart 


BEE io 


Figure 2.5.2: LT daily 0.25% x 3 cl Point & Figure chart 


Both are instances if a bearish double pattern, wherein two 
bearish P&F patterns occurred at the same price zone, confirming 
the presence of sellers. 


It is important to ride the trend once entered at the correct level. 
P&F provides a nice trend-riding technique. There is no point in 
entering a trade right at the top or bottom, only to book out for a 
nominal profit. It is always better to enter late but ride the trend to 
extract maximum mileage from the move. 


Remember, second pattern of double pattern formation should 
fall within the area of the earlier pattern. To avoid confusion and 
keep things objective, there should be at least three columns 
between the two patterns to call it a valid double pattern retest 
formation. Previous peak or trough is also defined via pattern. The 
message here is simple and important: it shows the strength of 
demand and supply at a particular price zone. 


Figure 2.5.3 is a 0.25% x 3 P&F chart of Maruti. 
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Figure 2.5.3: Maruti daily 0.25% x 3 cl Point & Figure chart 


Pattern at point 1 is Triple Top Buy formation and that at point 2 
is Double Top Buy formation. It is a swing failure formation where 
price edged below previous bottom and bounced back again to trap 
the bears. 


The strength of swing failure formation lies in the Rejection. 
Price fails to go down any further, and the subsequent bullish pattern 
is a pointer that the bullish camp is active at the price zone. Hence, 
the pattern at spot 2 has got strength of rejection, which makes the 
setup interesting. 


There are chances of price retesting the same zone for a third 
time, which will then be similar to the Triple Top or Triple Bottom 
pattern that we discussed earlier. Pattern at point 3 should be 
referred to; formation is named as Triple pattern. Terminology is 
kept simple and relevant, which helps in remembering and 
recollecting the setups easily. 


Figure 2.5.4 is 0.25% x 3 P&F chart of daily prices of Infy. 


f = ibidis = = yar 7 
Infy 0.25% x 3 cl Point & Figure chart 


ITTI 


— 1046.61 


1956.64 


= 4 
Chast period from Nov 2014 to Sep 2015 


Figure 2.5.4: Infy daily 0.25% x 3 cl Point & Figure chart 


Three bullish formations occurred at same price zone, which 
makes it a bullish Triple pattern. Pattern 3 is a 100% Pole at the same 
zone where two bullish patterns occurred earlier, which shows the 


strength of demand at that price zone. Pattern retest, especially in 
large cap stocks, could prove to be very rewarding trade setups. 


I would like to mention here about retest of an area for a fourth 
time. It is very rare that price takes support or faces resistance for a 
fourth time at the same zone. They often get broken eventually. 
Hence, avoid the pattern and look for breakout when a level is being 
tested for the fourth time although it is rare to find. This is also why I 
look for the formation of Quadruple Tops and Bottoms, explained in 
the chapter on variations. 


The idea is that instead of looking at the top or bottom at same 
level, look for patterns occurring at the same zone, which is why it is 
called pattern retest. Follow-through setups formed after Double or 
Triple patterns are one of the best setups of P&F charts. Observe 
Follow-through coming at point 2 in the charts of LT and Maruti 
shown above. 


Pattern retest in the direction of trend is a powerful setup. Look 
for Follow-through and confirmation from other indicators and 
market breadth, to increase the odds of success even further. 


Avoid taking a trade unless there is a supporting P&F pattern at 
the price zone. One option is to look for confirmatory P&F patterns 
in the lower time-frame chart to get into a trade early. Objectivity 
and noiselessness associated with P&F charts are of great advantage 
and these types of filtrations to the patterns make them high- 
probability trade setups. 


Summary 


Pattern retest is a smart way of trading prior important pivot 
points. 


Pattern retest in large cap stocks is a very rewarding 
formation. 


It provides confirmation and offers tradable opportunities 
with better chances of success. 


Two patterns at same level is a double pattern retest and 
three patterns occurring at same level is a triple pattern 
retest. 


Follow-through to pattern retest is something that should not 
be missed. 


2.6: TURTLE TRADING ON P&F 


There are a lot of books and write-ups on Turtle trading system. 
Legendary traders Richard Dennis and William Eckhardt conducted 
the turtle experiment in 1983. I recommend to search for the Turtle 
method online, if you are not aware of it. It is a must-read story. 
Turtle is a complete trading system along with money management 
and position-sizing rules. It is a simple trend-following system that 
considers 20-day, 10-day or 55-day price breakouts. I am not 
discussing the Turtle system or its history but exploring the same 
idea on P&F. 


Similar kind of systems can also be designed on P&F charts. To 
underline the difference between both, P&F columns are swing 
moves and not fixed time interval candles. It is also the reason that 
parameters for breakout needs to be adjusted in comparison to 
price—time charts. 


A simple yet effective breakout strategy can be designed on Point 
& Figure charts by defining multi-column breakouts. A column of ‘X’ 
rising above multiple columns displays stronger breakout than the 
one going above just the previous column. For example, a bullish 


breakout may be defined as a column of ‘X’ rising above the prior 10- 
columns of ‘X’. And a bearish breakout can be defined as column of 
‘O’ going below previous 10 columns of ‘O’. 

Figure 2.6.1 is a 0.50% x 3 P&F chart of Balaji Tele showing the 
pattern discussed above. 
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Figure 2.6.1: Balaji Tele daily 0.50% x 3 cl Point & Figure chart 
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You may find it similar to breakout strategies on usual charts such 
as price breakout above the high of several number of days. Only 
difference is that it is columns in case of P&F that represent trend. A 
10-column breakout on vertically moving P&F charts would have a 
number of days and not necessarily 10-days. It would significantly 
reduce the number of trades and also result in improved odds of 
trading success. 


This strategy is applicable to all time frames and box-values. It is 
also effective on lower box-values, because number of occurrences is 
reduced to a large extent. Figure 2.6.2 is a 0.50% x 3 chart of Bharat 


Forge that illustrates how a significant trend can be captured with 
this strategy. 
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Figure 2.6.2: Bharat Forge daily 0.50% x 3 cl Point & Figure chart 


Figure 2.6.3 is a 10 x 3 Bank Nifty derivative chart on one-minute 
time frame showing the 10-column bullish and bearish breakouts. 
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Figure 2.6.3: Bank Nifty-I 1 min interval 10 x 3 cl Point & Figure chart 


Any other breakout parameter can be utilized instead of 10. It is a 
SAR (Stop and Reverse) method of trading if single parameter is 
defined for bullish and bearish breakouts. Parameter for long and 
short can be different. For example, a strategy can be designed for 
entry based on 20-X breakout and exit based on 10-O breakout. It 
can be any other number for that matter. 


Figure 2.6.4 is a Tech Mahindra chart of more than 7 years 
plotted with 1% x 3 parameters. It shows long setup for investment 
based on 10-X breakout and exit based on 5-O breakout. Whipsaws 
must be considered as the premium paid for timely exits before 
significant fall in prices that may occur any time, and particularly 
when everything looks good! 


TechM aly 1% x 3 cl Point & Figure chart 


oly 


— 6 £2 
| bw 

J a 4st et | 

pi lpn afl: 445.61 


Figure 2.6.4: Tech Mahindra daily 1% x 3 cl Point & Figure chart 


Other filters such as indicators, to be discussed in Chapter 3, can 
be applied to fine-tune the entry. The simpler the strategy, the more 
effective it is. 


Summary 


P&F is not limited to a few column patterns; it can be 
tweaked to suit personal style and preference. 


‘X’ or ‘O’ coming out of previous 10 or 20 columns show 
significant price consolidation breakout. It offers very few 
but more productive trades. Various strategies can be built 
around such occurrences. 


2.7; MORE PATTERNS AND VARIATIONS 


This section is relatively advanced and will take you to the next level 
of understanding the patterns. We have discussed the major P&F 
formations, which are completely objective in nature. Meaning that 
there cannot be an argument over their occurrence, irrespective of 
what happens subsequently. Words like ‘strict’ were used while 
explaining the column requirements for every pattern. That kind of 
rigidity is required in the initial learning process to keep the 
objectivity aspect intact. Effective tweaking of rules is possible only 
when rules are understood thoroughly. Read this section for 
knowledge and ideas; implement them once you are comfortable 
with basic formations. 


We discussed earlier that a column of ‘X’ can either be a Double 
Top Buy or not. There are two other possibilities if it is not a Double 
Top Buy. Either it will be a falling ‘X’ or ‘X’ occurring at the same 
level. Similarly, any column of ‘ʻO’ has three possibilities: Double 
Bottom Sell, Rising ‘O’ or ‘ʻO’ at same level. 


Falling ' 


DB Sell 'O' at same level Rising 'O' 


Image 2.7.1: Three-column formations 


Observe Image 2.7.1 very carefully. It will help you understand 
P&F in a much better manner. Every column falls in one of the three 
categories shown in the image. We have discussed Double Top Buy 
and Double Bottom Sell patterns at length. Let us discuss the other 
two formations. 


At Same Level 


When column of ‘O’ stops falling exactly at the low of previous 
column of ‘O’, it indicates demand at that price level. If it changes the 
column and turns up again from the same level instead of triggering 
a Double Bottom Sell signal, it is then a sign of strong demand at the 
level where twin ‘O’ occurred. Similarly, ‘X’ at same level indicates 
supply or strong resistance. Hence, a pattern that turns around from 


same levels indicates strong support or resistance area (see Image 
2.7.2). 


Resistance 
'X' at same level 


‘O' at same level 
Support 


Image 2.7.2: ‘O’ and ‘X’ at same level 


After forming ‘O’ at the same level, if price turns around and 
generates a Double Top buy signal in the immediate next column of 
‘X’, the pattern is called “Double Top Buy after support..”The exactly 
opposite set of conditions is required to complete a “Double Bottom 
Sell after resistance pattern..”(See Image 2.7.3) 


Resistance 
'X' at same level 


‘O' at same level 
Support 


Image 2.7.3: Double Top Buy after support and Double Bottom Sell after resistance 


Although this pattern may come across as a basic pattern with a 
slight twist, such distinction between basic patterns is necessary as 
they convey extra-bit of information about the supply-demand 
equation. Besides, defining various patterns “with subtle variations” 
will be helpful while scanning and back-testing the past occurrence 
of the pattern and their performance. 


‘X’ and ‘O’ at same level are particularly important information 
when higher box-values are used. We will discuss it in the section on 
box-values. 


Rising ‘O’-Falling ‘X’ 

If the top of the current column of ‘X’ is lower than the high of the 
previous column of ‘X’, it is a sign of diminishing demand. Similarly, 
if the low of current column of ‘O’ is higher than the low of the 
previous column of ‘O’, then it is a pattern of Rising ‘O’, suggesting 
strong buying interest or demand. (See Image 2.7.4) 


Oouble Top Falling 'X' 


Rising 'O' Double Bottom 
` Sell 


Double Top Buy after Double Bottom Sell after 
Rising 'O' falling 'X 


Image 2.7.4: Rising ‘O’ and Falling ‘X’ 


Basic Buy pattern after such formation displays breakout when 
demand is rising and a sell pattern shows downside breakout when 


demand is falling. These patterns typically occur as continuation 
buy-sell signals in the midst of a trending move. 


This means that any Double Top Buy and Double Bottom Sell 


pattern can be classified in the following categories: 
A. 


Rising Double Top Buy (Rising column of ‘O’ before Buy 
signal) 

Double Top Buy after Support (Buy signal after forming ‘O’ 
at same level) 


Bear Trap (Double Top Buy after Sell signal) 


Similarly, any Double Bottom Sell has the following three 
possibilities: 
“OF alling Double Bottom Sell (Falling column of ‘X’ before Sell 
signal) 
Double Bottom Sell after Resistance (Sell signal after 
forming ‘X’ at same level) 


Bull Trap (Double Bottom Sell after Buy signal) 


This distinction is not very necessary in early stages. But, it is 
important to understand the variations as they can provide 
meaningful information and insights. 


I reiterate that objectivity is the major feature of P&F 
methodology. Variations to the basic patterns are useful only when 
someone gets proficient with the basic patterns to begin with. 


Multiple Top-Bottoms 


You may recall that a Triple Top Buy pattern is a five-column pattern 
where two consecutive columns of ‘X’ are at the same level. What if 
they are not at same level and there is one box higher or lower in the 
middle column? Or, there can be one or more columns of ‘X’ in 


between, before the buy signal is triggered. This will make the 
pattern a seven-column formation. This would not be a valid Triple 
Top pattern but the interpretation of the pattern is the same. The 
underlying message is that there is a breakout above a significant 
resistance level. Markets are dynamic in nature and variations are 
inevitable. While it is okay to ignore pattern variations, it makes a lot 
of sense to understand and incorporate them in trading and analysis. 
A seven-column Triple Top formation is known as spread Triple Top 
Buy formation. It is still a breakout from resistance; they can also 
simply be defined as multi-column breakout patterns. All the factors 
discussed above are equally relevant on the Sell side as well. Defined 
variations can be back-tested for the number of occurrences and 
their profitability, and to know more about the behavior of a 
particular instrument. 


Triple Top pattern is not a common pattern as prices do not 
always line-up at the same level. They tend to exceed or fall short of 
prior levels. Once the basic patterns are internalized, the variations 
will be far easier to comprehend. Look at Image 2.7.5. 


Variations - Triple Top pattern 


Image 2.7.5A image 2.7.58 Image 2.7.5 C 


Variations - Triple Bottom pattern 


Image 2.7.50 Image 2.7.5€ Image 2.7.5 F 


Image 2.7.5: Variations of Triple Top and Triple Bottom patterns 


Look at Image 2.7.5 A and B: It could have been a Triple Top Buy 
pattern had middle column not exceeded the previous column by 
one box. They are known as diagonal patterns. Image 2.7.5 C and E 
are known as spread Triple Top and spread Triple Bottom formation, 
respectively. When Triple Top has Rising bottom, it becomes 
ascending Triangle. When Triple Bottom has Falling Tops, it 
becomes descending Triangle. Though there may be many such 
pattern variations, what needs to be understood is that these 
variations are nothing but multi-column breakouts. 


Quadruple Top-Bottoms 


If a there is a Double Top Buy signal after three ‘X’s at similar level 
instead of two, then it is known as Quadruple Top Buy signal. It 
displays the successful breakout above a stiff resistance on the fourth 
attempt. Quadruple Buy and Sell signals are shown in Image 2.7.6. 


Quadruple Top Buy Quadruple Bottom Sell 


Image 2.7.6: Quadruple breakout pattern 


These are very rare formations but relatively stronger when 
found. Strength of the bulls or bears defending the level gets 
exhausted and results in catastrophic move when they start giving 


up. 


Six-Column Traps 


Bull Trap and Bear Trap are basically four-column formations. A Buy 
signal is required immediately after Sell signal to call it a Bear Trap. 
But it is possible that a Buy signal may not happen immediately and 
there is a column of ‘X’ in between. Core of the pattern, however, 
remains the same. It can still be a Trap formation with variation, as 
shown in Image 2.7.7. 
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Image 2.7.7: Variation of trap patterns 


It can be called a six-column Trap instead of four. It is probably 
more tradable than actual traps due to lower risk, making them an 
affordable setup. If I draw a line through the six columns connecting 
the high of column of ‘X’ with low of the subsequent column of ‘O’, 
then it looks like Image 2.7.8 shown below. 


Image 2.7.8: Six-column traps 


Don’t they resemble the popular Head & Shoulder pattern in 
time-based candlestick or bar chart? It turns out to be an interesting 
finding then that formation can be defined with combination of 
columns! 


It is fascinating to understand that many such setups can be 
defined and identified with combinations of P&F columns. We 
observe and come across various price structures that can be 
designed in a similar manner and brought close to objectivity, so that 
they can be scanned across many stocks and a list of probable 
candidates can be generated. 


A lot can be written on variations. Possibilities of combination 
are infinite; it is a function of one’s creativity. Understand the 
essence of the pattern and deal with it once you get proficient with 
the basic patterns. With sufficient practice, these P&F patterns can 
be identified in real time as they will capture your attention 
automatically. 


My objective here is to make you understand the possibilities and 
learn to tweak the basic rules going forward. Once you understand 
how to define such combinations, then you can formulate and design 
various trading systems using them. Defining the patterns in an 
objective fashion has several advantages: They can be back-tested 
and scanned, making the job of trading in real time relatively stress 
free and objective. 


You may find setups with different names on websites and 
elsewhere. All are valid but names don’t matter much. 
Understanding of P&F columns is important. You must have noticed 
that all other setups are variations or extensions of major 
formations. Small columns show congestion, large columns display 
trend. We will explore this further in Chapter 7 on building systems. 


While it is fine to initially ignore the pattern variations, knowing 
them is definitely important, especially once you gain expertise in 
P&F methodology. That is why no charts were featured in this 
section and the concepts were explained through images. These 
variations are also objective patterns in themselves that can be 
traded. But as I said earlier, knowledge of P&F in this manner helps 
in exploring further and designing different formations — below are 
examples of few patterns that I have designed on P&F. 


Weak Breakout 


Basic formations display breakout. If a bullish breakout lacks the 
strength to carry the move further and reverses immediately to form 
the column of ‘O’, it indicates the weakness in the pattern and 
demands further investigation. There is a possibility of false 
breakout and it can turn out to be the trap going forward. We can 
define it using a combination of columns. 


O 


Weak Bullish Breakout Weak Bearish Breakout 


Image 2.7.9: Weak breakouts 


If there are only one or two boxes of ‘X’ after a Double Top Buy 
signal and if the price flips to a column of ‘O’ thereafter, such a 
pattern is defined as a Weak Bullish Breakout. Similarly, if price 
forms just one or two ‘O’s after Double Bottom Sell signal and 
changes the column to ‘X’, then it is defined as a Weak Bearish 
Breakout (see Image 2.7.9). The weak breakout points can be the 
reference points for further analysis. It is a potential trap formation 
if price continues in the same column. A consolidation phase can 
have a series of weak breakouts. 


Figure 2.7.1 is a 3% P&F chart of Reliance Infra. 
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Figure 2.7.1: Reliance infra daily 3% x 3 cl Point & Figure chart 


Weak breakouts are shown by a box around the column. Arrow 
shows that price could not travel more than 2 boxes after the 
breakout, indicating the weakness of the breakout. 


Weak breakout signals become important when found at 
important lows or near pullback setups. Though it is applicable on all 
box-values and time frames, it should be typically applied on higher 
box-values, as explained in Chapter 5. Weak breakouts can be traded 
upon column reversal signals; hence, they offer attractive risk- 
reward trades. They can become effective when traded in direction 
of the trend. Techniques of analyzing trend are discussed in Chapter 
3. 


Five-Box Traps 


We discussed Trap formation in the section on major patterns. If 
weak breakout turns out to be a trap, it becomes a five-box trap. 
Image 2.7.10 explains it. 


Weak Breakout 


Bear Trap 5 boxes in column of X 


Fs 


Bull Trap 


Weak breakout 
5 boxes in column of O 


Image 2.7.10: five-box traps 


It is a five-box Trap because the number of boxes in the column 
preceding the breakout is less than 5. If weak breakout is of just one 
box that turns out to be a Trap, it will be a four-box Trap formation. 


Figure 2.7.2 is a 3% x 3 chart of Tata Steel showing five-box Trap 
patterns. 
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Figure 2.7.2: Tata Steel daily 3% x 3 cl Point & Figure chart 


From affordability and risk management perspective, initial risk 
with five-box Traps is less compared to other traps. 


Ziddi Bulls and Ziddi Bears 


Ziddi in Hindi means stubborn. Image 2.7.11 explains why this 
formation is given this name. 


Buy pattern Less than 2 Xs after breakout 


Less than 2 Os after breakout Sell pattern 


Ziddi Bulls Ziddi Bears 


Image 2.7.11: Ziddi bulls and Ziddi bears 


Consecutive weak breakouts followed by trap are called Ziddi 
formations. Ziddi bulls is a formation showing bulls that did not let 
price travel even by three boxes twice after breaking down and then 
formed the Bear Trap. It shows the stubbornness or strength of the 
bulls that are not letting price fall twice after bearish breakout, and 
weakness of bears that were unable to push the prices lower. Ziddi 
bear pattern indicates the inability of bulls to push the price higher 
on two occasions and strength of the bears that succeeded in 
pushing the prices lower to form the Bull Trap. 


Figure 2.7.3 isa 1% P&F chart of Pidilite Industries showing Ziddi 
Bulls formation. 
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Figure 2.7.3: Pidilite Industries daily 1% x 3 cl Point & Figure chart 


For Ziddi bulls, there shouldn’t be a Buy pattern in the earlier 
columns of the pattern. Similarly, there shouldn’t be a Sell pattern in 
the earlier columns to qualify for Ziddi bears. 


Note that Ziddi bulls is also a Bear Trap and Ziddi bears is also a 
Bull Trap, but prior formations make them very interesting and 
provide us opportunity to trade zid or stubbornness of one side. 


P&F Diamond 


Diamond is a popular chart pattern which is considered as a strong 
formation that usually occurs when price is forming a significant top 
or bottom. Image 2.7.12 shows a diamond pattern. 


Image 2.7.12: Diamond pattern 


The same can be designed on Point & Figure as well. If you look 
at it carefully, it can be described as a P&F Broadening formation 
followed by P&F triangle. See Image 2.7.13. 
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Image 2.7.13: P&F diamond pattern 


There could be variations of that also, but this is how we can 
make it objective and which makes it simple to identify, test or scan. 


Shape of the diamond will be determined by the length of the 
Broadening and Triangle patterns. 


Figure 2.7.4 is a chart of JSW Energy showing P&F diamond 
pattern. 
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Figure 2.7.4: JSW Energy daily 0.25% x 3 cl Point & Figure chart 


Diamond breakout is also a Triangle breakout; hence, rules of 
trading the Triangle pattern are applicable here as well. But here, the 
triangle pattern occurs after the Broadening pattern, making it a 
Diamond. 


Super Pattern 


I couldn’t find a better name for this pattern. While the rules of the 
pattern are very simple, it turns out to be one of the profitable and 
reliable patterns in my several years of trading P&F charts. The most 
advantageous thing about P&F is that we can segment price into 


boxes. Buy after small pullback is a general statement, but buy at 
four-box retracement after a ten-box move is more objective and is 
practically feasible with P&F charts. Trend, pullback or retracement 
can be easily and objectively defined using P&F boxes. 


Image 2.7.14 explains the Super pattern. 


Image 2.7.14: Bullish Super pattern 


Point 1 - Basic Double Top Buy pattern 


Point 2 - Price travels minimum ten boxes after Buy signal, 
representing a strong trend after breakout 


Point 3 - Immediate column of ‘O’ forming less than or equal to four 
boxes, shows small retracement 


Point 4 - Follow-through Buy that reinforces strength of the trend 


Bullish Super pattern is completed at the Double Top Buy pattern at 
point 4. 


Long column after breakout pattern suggests strong momentum, 
which is all that a trader wants. Small retracement and immediate 
breakout shows strength of the trend that offers a trade with low 
initial risk. It could indeed be a super formation. 


Bearish Super pattern is just the opposite of bullish Super 
pattern. The conditions are basically the same. Image 2.7.15 explains 
the same. 
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Image 2.7.15: Bullish Super pattern 
Bearish Super pattern qualifies at Double Bottom Sell box-price 


of Follow-through; 10 or 4 are the parameters of this pattern, which 
can be modified as per the preference. It can be Super 8 when 


retracement is defined as less than eight boxes instead of four. Or it 
can be Super 3 where trades with only three-box reversal after 
strong trend are entertained. For bearish trades, reducing the 
retracement can prove more advantageous. 


Figure 2.7.5 is a 1% box-value chart of Jindal Steel showing Super 
pattern. 
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Figure 2.7.5: Jindal Steel daily 1% x 3 cl Point & Figure chart 


Pattern A and B are Super patterns; pattern A immediately 
reversed and failed whereas pattern B resulted in a nice move post 
breakout. Apart from objectivity, momentum as an ingredient and 
low initial risk makes this pattern an attractive proposition from a 
trading perspective. 


Super pattern is a remarkable structure that offers Follow- 
through with defined and limited risk. All that a trader needs is 
momentum and an affordable trade setup. The setup explained above 
perfectly fits in and, most importantly, makes it objective. 


Summary 


g Diagonal and spreads are variations of Triple Top and Triple 


Bottoms. 
Six-column traps are variation to traps. 


Quadruple Tops and Bottoms are significant breakout 
patterns. 


Variations shouldn’t become a license to do anything. Define 
them to derive objective patterns having variation. 


Understand the essence of the pattern and deal with it once 
you practice the basic patterns. 


Weak breakout, four- to five-box traps, Ziddi Bulls and Bears, 
Diamonds and Super pattern are patterns that we identified 
and developed because of the extensive knowledge of 
pattern variations. These patterns are thoroughly back-tested 
and are a outcome of several years of practice and research. 


2.8: FAILURE 


It may be recalled that the conditions that trigger a pattern failure 
were discussed along with the pattern concerned. Objectivity while 
defining the patterns helps in clearly defining the failure criteria as 
well. A Failure or negation of a pattern is a significant piece of 
information that should not be ignored. Negation of bullish pattern is 
bearish event and that of bearish pattern is bullish event. Pattern 


failure, irrespective of it happening immediately or later, is an 
important piece of information from the analysis perspective. 


Figure 2.8.1 is a daily 0.25% x 3 P&F chart of Tata Motors. 
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Tata Motors 0.25% x 3 cl Point & Figure chart 


Figure 2.8.1: Tata Motors daily 0.25% x 3 cl Point & Figure chart 


Three Low Poles can be seen around same levels. The first two 
witnessed the Follow-through and the third did not, which 
eventually resulted in failure. This is a strong sign of the underlying 
weakness. 


Bull traps and High Poles are often found in Uptrend, which gets 
invalidated when the uptrend is strong. The failure of a pattern is an 
indication of the strength of the underlying trend. A pattern failure 
can also turn out to be an early sign of weakening of the underlying 
trend that can eventually result in a trend reversal. 


We discussed that traps in the direction of trend are good setups. 
Traps against the trend when failed are equally good setups. In other 
words, Bull Trap in Uptrend when fails, or Bear Trap in Downtrend 
when fails add to the strength of the trend. Negation or Failure of a 
bearish pattern in Uptrend and bullish pattern in Downtrend is a 


strong pattern in the direction of the trend. As per my experience, 
Trap and Pole failure are very useful setups in strong and established 
trends. 


Observe the Bata India P&F chart shown in Figure 2.8.2. 
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Figure 2.8.2: Bata India daily 0.25% x 3 cl Point & Figure chart 


Price going above top price of previous Bull Trap shows failure of 
bearish pattern in Uptrend, which is a bullish event. Look at the 
Grasim P&F charts shown in Figures 2.8.3 and 2.8.4. 
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Figure 2.8.3: Grasim daily 0.25% x 3 cl Point & Figure chart 


Grasim 0.25% x 3 Point & Figure chart 
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Figure 2.8.4: Grasim daily 0.25% x 3 cl Point & Figure chart 


Arrow in both the charts shows the strength of setup when there 
is a price breakout pattern along with failure of another side. A setup 
that has failure as an ingredient, improves chances of success. 


If a pattern fails in the immediate column, then another pattern 
emerges. Failure of basic signals is a Trap. Failure of 100% Pole is 
also a Trap. Failure of Trap is a Broadening formation. Failure of 
Bullish—Bearish pattern reversed is also a Broadening formation. 
Failure of Broadening formation is a Double Broadening formation. 
Failure of one pattern gives birth to another, which is one of the 
important ingredients of the multi-column formation that makes 
them noticeable. They comprise both, failure and breakout. Note 
that these are the cases when patterns fail in the immediate column, 
but they can fail eventually as well. 


Often a first breakout from converging pattern like triangle 
proves to be a false breakout; trade in reverse direction is a breakout 
pattern that has failure as an ingredient. In simple words, failure of 
Triangle is an equally profitable pattern. Image 2.8.1 shows Triangle 
failure. 
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Image 2.8.1: Triangle failure pattern 


If you notice, bullish Triangle failure is nothing but a triangle 
pattern, followed by a Bear Trap and bearish triangle failure is a 
triangle pattern followed by a bull trap. 


Summary 


Failure of bearish pattern is a bullish event and failure of 
bullish pattern is a bearish event. 


Pay attention when price invalidates the previous pattern. 


Overcoming the defeat or ability to bounce back proves the 
strength; chances of success are significantly improved when 
a setup has failure as an ingredient. 


Charts shown in this book are from TradePoint software which 
has ready-made scanners for all time frames of all the patterns and 
other methods discussed in the book. 


2.9: PATTERN FOLLOWING 


Patterns that we have discussed can help us in analyzing the markets 
and instruments. A trading approach can also be developed using 
them, which is known as pattern following. Take a trade based on 
bullish pattern and exit when bearish formation is formed, or take a 
short position based on bearish formation and exit when a bullish 
pattern is formed. We can shortlist candidates to trade based on our 
own analysis or even based on information from some trusted 
sources. But instead of blindly taking trades in them, it would be 
prudent to trade if there is some recognizable P&F pattern in those 
instruments. The advantage of using pattern-based approach is the 
objectivity when it comes to determining entry, exit and failure 
levels. With this, we trade and follow patterns, and utilize all other 
things as complementary tools. 


For this approach, prepare a list of patterns that you are most 
comfortable with and follow them on charts. Remembering major 
patterns only will also suffice; the rest will come handy eventually. 


For analysis, if you are new to the subject, begin with practicing 
basic and major patterns and gradually move to the other sections of 


this chapter. P&F patterns are specific and objective in nature and 
hence can be practiced easily. Ignore unaffordable signals and wait 
for Continuation or Follow-through patterns. Follow-through coming 
after Double pattern or Triple pattern (Pattern retest) is a powerful 
setup. 


From the analysis perspective, major formations complement 
each other: Triple Tops and Bottoms are support-—resistance 
breakout patterns; Traps are patterns showing breakout and failure 
in the same setup; Triangles are converging patterns; Broadening 
shows expanding price formation and 100% Pole shows vertical 
reversal. 


Profit booking upon column reversal can also be initiated if boxes 
in the column exceed a particular number. And trade can be re- 
initiated upon Fresh signal. There can be many such ideas that will 
come to mind when formations are being practiced. You can indulge 
in a lot of such experiments, as long as you know when to exit a 
trade and keep the potential loss to the minimum. Pattern following 
imbibes art of booking the losses, which makes one the winner in 
the long run. 


There is an element of bullishness when the trend is down, but 
the price is not making any significant downside progress. Failures of 
bearish patterns are early signals of reversal of Downtrend. ‘X’ at 
same level is a traditional Double Top formation and ‘O’ at same level 
is traditional Double Bottom formation, which reflects support or 
resistances at previous major point. It is also possible that swing 
failure pattern in lower box-value or time-frame chart is a trap or 
weak breakout on a higher box-value chart. 


Patterns and Follow-through can be traded by defining position- 
sizing rules. For instance, an initial position may be taken when a 


major pattern is completed and positions may be scaled-in either on 
a Follow-through signal or a column reversal. These rules will ensure 
that the losses are at a minimum when the pattern fails while the 
reward is significant when the pattern works and the price gets into a 
trending mode. Follow-through formation is more important for 
bearish trades. 


The behavior of every stock and instrument is different. Triple 
Tops work very well on several instruments and you won’t find 
many Triangles on them. Few work very well after Triangles and 
don’t see much of Follow-through after major patterns. Knowing 
your instrument is very important. Not all setups work effectively in 
every instrument and few setups work very well on a particular 
instrument — this is not only about P&F. Knowing the instrument 
through setup gives a better idea about its behavior. 


Long-Short 


The undertone of market is always bullish because upside is infinite 
and downside is limited to zero. Markets go up in the longer run; 
hence, returns from bullish setups look more attractive than from 
bearish setups; 50 to 100 are 100% returns and 100 to 50 are 50%. It 
is as simple as that. 


This is very relevant especially with index where the downside is 
limited in comparison stocks. For this reason, nature and treatment 
of bullish and bearish setups should be quite different. Success ratio 
of bullish setup over a longer period of time is more. An up move in 
price is typically gradual, while the fall is relatively steep. It is said 
that bulls climb the stairs and bears use the elevator. Hence, bearish 
trades on lower box-values tend to work better. Follow-through and 
confirmation are more important for bearish reversal formations. 


Bearish patterns in the Downtrend are more effective and produce 
quick returns. 


This is my understanding of market derived from experiencing 
them over a period on various time frames. Exactly opposite, what 
works for long doesn’t work for short. 


Long-Only Approach 


If one is particularly bullish on a stock, one can just follow bullish 
basic signals on it and ignore bearish signals. Short patterns can be 
traded in derivative segments only and need more trading 
engagement. Short-term investors may want to follow long-only 
approach with objective setups, which can be a very sensible and 
safe way of investing. The long-only approach is to trade only bullish 
patterns and ignore bearish patterns. One will remain invested when 
equities are performing and exit when there are signs of weakness. 
This remains true for all types of market. 


“I am frequently asked, how long should I hold the stock? Other 
questions are “should I hold the stock for long term or medium 
term? Such questions are meaningless as the price action should 
dictate the holding time period. Stocks don’t run based on our 
definition of time horizon. We have recently been in a multi-year 
bull market and it is therefore natural to hear about multi-bagger 
stocks. But the examples of stocks that have been big losers are 
seldom publicized. Not every cricketer becomes Sachin Tendulkar, in 
spite of being as talented. Markets are dynamic and they change 
without serving notice. An investor can hold on to a stock for many 
years if there is potential and when it is performing. He can book 
profits or switch to better investments when there is a change in 
scenario. A sensible idea is to design objective setups and follow 


them; let price prompt us instead of imposing our opinions on it. 
This is discussed further in Chapter 8 on investing and relative 
strength analysis. 


Pattern Following 


I have seen many accurate and brilliant predictions. There are great 
minds who can foresee things based on a variety of methods and 
their experience. They should be listened to always and followed but 
it is not prudent to blame them when they go wrong. Trade 
execution and management should always be under our control. 


Adopting an objective, pattern-based trading approach is the best 
way of dealing with the different types of analysis, emotions and 
assumptions. 


We can’t have cosmic knowledge so to speak, but following P&F 
patterns can help to avoid the stress of wanting it. The key is to find 
the confluence zone and then wait for a low-risk entry after a pattern 
confirmation. So if a friend asks you to buy something based on 
whatever news, just consider the friend as a scanner that identifies 
the instrument for you. Trade the patterns in the chart and you end 
up making money when the information you get is correct and you 
get out early with minimal loss if the information turns out to be 
false. Most importantly, you don’t need to ask them what to do next. 
To my mind, ‘Should I take this Double Top Buy?’ is a better question 
than ‘Should I buy here?’ A pattern comes with rules and it helps in 
taking decisions. It effectively controls the issue of overtrading 
which is one of main problems that affect trading performance & 
profitability. We learned that P&F charts do not plot unwarranted 
data; hence, large amount of price data is compressed and captured 
in a few columns. Not every column generates signal, hence trades 


based on it get reduced further. Then again, not every signal is a 
fresh signal or a specific pattern. Hence, pattern trading is a perfect 
way to address the issue of overtrading.”and also achieving better 
profitability. 


One may prefer to focus on three to four setups that one 
understands well and ignore the rest. Along with the patterns, the 
use of a few other tools or indicators can result in a well-defined 
trading setup. One can certainly benefit by executing it, and most 
importantly by ignoring the rest. 


Continuation patterns are much more powerful than reversal 
formations. Even the basic method of following patterns filtered by 
trend is a profitable strategy. Let’s move to the next part where we 
will learn techniques of analyzing trend and counts. 


Chapter 3 


ANALYSIS 


We discussed about various Point & Figure patterns in the earlier 
chapters. Trades should be taken based on their occurrence. 
Techniques of analyzing them by applying various tools are 
explained in this chapter, which shall help in filtering the patterns 
and defining the setups. 


3.1; MINI TOPS AND MINI BOTTOMS 


Tops and Bottoms are very easy to identify on any given chart 
because they are the past events. They can be spotted using P&F 
charts also, as shown in chart in Image 3.1.1. 
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Image 3.1.1: Major Tops and Bottoms 


Tops at pattern A and C and bottom at point B are marked in the 
above chart, which are undisputable. These are called major Tops 
and Bottoms because they are followed by serious price reversals. 
We can spot and perform various analyses on them. They can 
become significant reference points for future as well. People also 
use various mathematical calculations to the important tops and 
bottom price levels to arrive at targets/projections. 


If you notice the chart, within these major Tops and Bottoms, 
there are many that have seen significant Follow-through and 
worked as important reference points going forward. They are 
temporary halts but may turn out to be the major reversal points as 
well. There is a method in Point & Figure chart that helps us identify 
important reference levels and potential major Tops and Bottoms. It 
is known as Mini Top—Mini Bottoms, which is a very important 
concept to know not only from trading perspective but also to learn 
various tools of analysis that we are going to discuss further. 


Bottom-Top 


Before we discuss Mini Bottom and Mini Top, let’s understand 
definition of bottom and top. Have a look at Image 3.1.2. Is it a 
Bottom? 


Falling price 


Image 3.1.2: Falling price 


It is a lowest point of three columns but it can’t be called a 
bottom because price is still falling. We can mark a bottom there 
only if price turns up and generates a Buy signal. (See Image 3.1.3) 


Image 3.1.3: Bottom and Top 


Similarly, Sell signal occurring after Buy signal marks the Top at 
high price of ‘X’. It is not necessary that Buy or Sell signal should 
occur in immediate column; they can come later also but Top or 
Bottom is marked only upon their occurrence. 


The definition of Mini Bottom and Mini Top is given below; a 
stepwise explanation that follows will help you understand them 
better. 


Mini Bottom and Mini Top 


In an uptrend, the first condition for the Mini Bottom is a Double 
Bottom Sell pattern, followed by a Double Top Buy pattern. The 
second requirement or condition is that the Double Bottom Sell 
pattern that occurred in this instance should not be lower than the 
most recent “Mini Bottom.”pattern. It might seem a bit complex in 
the beginning. But once you understand the logic and have a look at 
the examples, the concept should be very easy to grasp and 
internalize. 


The conditions are just the opposite while identifying Mini Tops 


Remember, a Bottom is marked when Sell pattern turns to Buy 
pattern and a Top is marked when Buy pattern turns to Sell pattern. 


A Mini Bottom is marked once Mini Top gets broken and a Mini 
Top is marked once Mini Bottom gets broken. Hence, at any given 
point, either Mini Top or Mini Bottom will be active on a chart. If 
you have understood the definition, it is an objective technique of 
marking higher lows and lower highs. Let me explain it stepwise 
with examples. 


Image 3.1.4: Mini Bottom and Mini Top 


Image 3.1.4 is a P&F chart showing rising prices. Assume that this 
is a beginning of a chart. There is a bottom at column 2 and price has 
marked Fresh Double Top Buy at column 3. There are Continuation 
Double Top Buy signals at column 5 and 7 but without any Sell signal 
in between. A Double Bottom Sell signal is triggered in column 8, 
which is a Sell signal in an uptrend. After this sell signal, there was a 
buy signal in column no. 11. This sequence of a Double Bottom Sell, 
followed by a Double Top buy is the first requirement or condition 
for identifying Mini Bottom. Notice that when the sell signal was 
triggered, price did not fall below the prior bottom, which is the low 
of column no. 2. This takes care of the second condition mentioned 
earlier for identifying Mini Bottom. Now that the twin conditions 
mentioned above is validated, the low at column 8 qualifies as a valid 
Mini Bottom. Once the Mini Bottom is formed, it will remain 
relevant until broken. Column 13 and 15 are Continuation Double 
Top Buy patterns. Notice that a Mini Bottom got marked when Buy 
signal was formed at column 11 and not before that. 
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Image 3.1.5: Mini Bottom and Mini Top 


Image 3.1.5 is the continuation of the previous chart. 
Continuation Buy signal is marked at column 17. Double Bottom Sell 
signal occurred at column 18, which is immediately followed by 
Double Top Buy at column 19. The Sell signal did not breach the 
Mini Bottom at column 8 and turned to Buy again. Hence, bottom of 
column 18 is a Mini Bottom. There is another Continuation Buy at 
column 21. Column 24 marks another Double Bottom Sell signal that 
was followed by a Double Top Buy signal at column 25. Price did not 
go below bottom of column 18, which is the previous Mini Bottom; 
hence, low of column 24 is new Mini Bottom. Price witnessed 
Double Bottom Sell signal at column 28. It turned to ‘X’ at column 29 
but did not generate the Buy signal; hence, bottom of column 28 is 
not a Mini Bottom, though it is above previous Mini Bottom. A Sell 
signal is generated in column 30 and price went below Mini Bottom 
at column 24; hence, the Mini Bottom stands broken now. Mini Top 
is marked the moment Mini Bottom gets broken. Mini Top is marked 
in the chart at the top of column 27, being the highest box-price 
between breakout column and previous Mini Bottom. The trend 
turns bearish as the Mini Bottom is breached. The bearish trend will 
be in force until the price moves above a prior Mini Top. 
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Image 3.1.6: Mini Bottom and Mini Top 


Image 3.1.6 continues the chart further. Double Top Buy signal is 
marked at column 18. But price did not go above high of column 27 
and reversed to Sell signal at column 21. Hence, top of column 18 is 
Mini Top. There are Continuation Sell signals at columns 21 and 23, 
followed by consecutive Double Top Buy signals at columns 26 and 
28 that indicate price attempted to rise but failed to go above Mini 
Top at column 18. It turned to column of ‘O’ and formed Double 
Bottom Sell signal at column 29; hence, top of column 28 qualifies as 
Mini Top. Price turns to ‘X’ at 30 and forms Double Top Buy, which 
is also above the top of previous Mini Top at column 28. A Mini Top 
is broken; hence, bottom of column 29 qualifies as Mini Bottom. 


The Mini Tops and Bottoms can also qualify as Major Tops and 
Bottoms. The method like all other techniques of P&F is completely 
objective. It is a technique of trailing Bottoms when prices are rising 
and trailing Tops when they are falling. Price will be in an uptrend as 
long as the most recent Mini Bottom is not breached. Similarly, a 
downtrend will be in force until the price moves above the most 
recent Mini Top. It becomes a technique of defining the trend by 
trailing the Top and Bottoms. Understand that Mini Bottom is 
marked when buy signal is generated and Mini Top is marked when 


sell signal is triggered. In a way, this is a method of marking the 
rising bottoms and falling tops, but made objective with P&F. 


Mini Bottoms and Mini Tops are often a Trap pattern or a 
variation of it. A Mini Bottom may or may not be a Bear Trap, but a 
Bear Trap in Uptrend will always be a Mini Bottom. Similarly, Bull 
traps in Downtrend form Mini Tops. Hence, Traps in the direction of 
the trend will always qualify as Mini Top or Mini Bottom. 


When you come across any P&F chart, mark Major Top or 
Bottom visible on it and start marking Mini Tops or Bottoms. Figure 
3.1.1 is a chart of Arvind between July and December 2015 plotted 
with 1-point box-value of hourly closing prices. The markings of 
Tops and Bottoms are shown in the chart as per the method 
discussed above. 


Figure 3.1.1: Arvind 60 min interval 1 x 3 cl Point & Figure chart 


Downtrend that begins at point A, trails down with Mini Tops till 
Point E, which was breached and marked Mini Bottom at point F. 
Mini Top at point I is marked when Mini Bottom at point H is 
broken. 


Figure 3.1.2 is a 1% x 3 P&F chart of daily prices of Aban. 
Uptrend that commenced after forming Bottom at point A is trailed 


up till point F, which is the last Mini Bottom of the trend. It got 
broken, which resulted in a reversal of the Uptrend and in a Mini 
Top at point G. The Downtrend is trailed with Mini Tops shown in 
the chart till point L. 
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Figure 3.1.2: Aban daily 1% x 3 cl Point & Figure chart 


The method can be applied on all box-values and time frames. It 
is also useful during Sideways market where some frequent Tops— 
Bottoms are marked around the same zone, but it reduces noise to a 
larger extent. Figure 3.1.3 is a daily 0.50% x 3 P&F chart of Reliance 
Industries between August 2012 and April 2014. Mini Tops and Mini 
Bottoms are marked in the extended period of horizontal trend. 


Figure 3.1.3: Reliance daily 0.50% x 3 cl Point & Figure chart 


Markings in the chart above are relatively more because trend is 
flat but confusion over trend is removed to a large extent. 


After forming the Mini Bottom in Uptrend, it may happen that 
two consecutive columns of ‘O’ are at the same level and a Sell signal 
is therefore not generated. The price can then turn around and 
trigger a Buy signal. Mini Bottom should be marked at such instances 
too even though a sell signal was not generated. The logic here is that 
the prior low box-price was tested is a valid reason to mark the low 
as Mini Bottom. Similarly, Mini Top should be marked even if price 
comes at previous ‘X’ and fails to generate Buy signal. The latter 
column should be treated as Top or Bottom. (See Image 3.1.7) 
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Image 3.1.7: Mini Bottom and Mini Top 


Figure 3.1.4 is a 1% x 3 daily chart of Arvind. 
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Figure 3.1.4: Arvind daily 1% x 3 cl Point & Figure chart 


Even though a Double Bottom Sell pattern was not triggered at 
Point A, it should still be considered as a valid Mini Bottom because 
the low of the two columns of ‘O’ were at the same level. 


Identifying Mini Tops and Mini Bottoms is a very useful method 
of riding the trend. It can also become a well-defined trading 
method. Long trades can be trailed up until a Mini Bottom gets 
broken and short positions can be ridden until Mini Top is breached. 


The technique of marking Mini Tops and Mini Bottoms is simple 
but it needs a little practice to get better at identifying it. The chart 
to mark Mini Tops and Mini Bottoms is given below. Understanding 
this method is essential before reading the next sections. Figure 3.1.5 
is the daily closing price chart of Bajaj Auto plotted using 0.25% x 3 
parameters. Mark Mini Tops and Mini Bottoms in the chart as per 
method discussed above. We will discuss the chart during our next 
discussion on trend line. 
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Figure 3.1.5: Bajaj Auto daily 0.25% x 3 cl Point & Figure chart 


Summary 


Sell pattern turned to Buy in Uptrend completes Mini 
Bottom and Buy pattern turned to Sell in Downtrend forms 
Mini Top. 


Mini Tops and Mini Bottoms are a method of marking higher 
low and lower high, made objective. 


Riding trend with the help of Mini Tops and Mini Bottoms is 
a simple yet beautiful method of trading or investing. 


3.2; TREND LINES 


Trend line is a most basic and widely used tool of identifying trends. 
We often plot it on usual price—time charts by connecting two highs 
or lows. Bullish line is drawn by connecting two lows and bearish 
line is drawn by connecting two high points. Upward line shows 
higher low formation that reflects rising demand and downward 
lines show falling peaks that display Downtrend. 


These are called subjective trend lines because minimum two 
points are required to draw the line and the two points are chosen by 
the user and slope of the line depends on the points chosen. They 
can be drawn on Point & Figure charts as well by connecting the high 
or low points of two columns. Figure 3.2.1 shows the subjective 
trend lines on a P&F chart of HDFC. Line A and D are bullish lines 
drawn by connecting the bottom points of two columns of ‘O’. Line B 
and C are bearish lines drawn by connecting the peak points of two 
columns of ‘X’. Slope or angle of these lines can be steep or flattish, 
which depends on the points elected to draw them. 
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Figure 3.2.1: HDFC daily 0.50% x 3 cl Point & Figure chart 


The unique and popular method of P&F charts is 45-degree 
objective trend lines. Unlike subjective lines, two points are not 
needed to draw the objective trend line. Just one point is required to 
draw it because angle of the line is always 45-degrees. Before 
discussing the points or columns from which these lines should be 
drawn, understand their importance. A 45-degree line can be drawn 
only when there is a perfect square; meaning height and width of the 
box are equal. Unlike usual charts, P&F charts are plotted on fixed 
square grid; hence, it is possible to draw 45-degree trend lines on 
these charts. (See Image 3.2.1) 


45 Degree 


Image 3.2.1: A 45-degree line 


The plotting on square grid gives the advantage of objective lines 
to P&F charts. These lines are more relevant not only because of 
their fixed angle but also due to their importance from a 
mathematical perspective. Image 3.2.2 shows two charts showing 
upward and downward 45-degree lines. 


Image 3.2.2: Bullish and bearish 45-degree lines 


Note in the image shown above that every new column of ‘X’ has 
to go above previous column of ‘X’ to maintain the 45-degree line. 
Not only that, the rise has to be at least two boxes more after 
breakout from previous column of ‘X’. Similarly, every column of ‘O’ 
has to fall at least two boxes more after breakout from previous 
column of ‘O’ to maintain 45-degree bearish line. So it can be said 
that each column should rise by a minimum one box more to 


maintain the bullish 45-degree line. It should be maintained on an 
average basis, so large columns will offset the requirement for falling 
columns and take the price away from trend line, but pace needs to 
be maintained to ensure that trend line remains intact. Hence, rises 
should be more than falls for price to maintain bullish 45-degree line 
and falls should be more than rises to keep bearish 45-degree line 
intact —This helps in clear definition and identification of the 
underlying trend. The 45-degree Downtrend lines are also referred 
to as 135 degree lines, which is a 45-degree angle turned upside 
down (180 — 45 = 135). But for simplicity, we will refer both the 
lines as 45-degree lines. A 45-degree trend line plotted from column 
of ‘O’ moving upwards is a bullish line and line plotted from column 
of ‘X’ moving downward is a bearish line. 


We just need one point to draw the 45-degree line because the 
slope of the line is already fixed, but it shouldn’t be drawn from any 
column arbitrarily. Major peaks and troughs are the points from 
which we should plot these lines. If the price rises more than it falls 
from the important Bottom, it is a sign that Uptrend from that 
Bottom is strong and the Uptrend is intact. Similarly, bearishness 
remains in force as long as the price trades below the down-sloping 
45-degree trend line drawn from a major or significant high. The 
traditional technique is to draw just one line at a time. Hence, if 45- 
degree bullish line is active, bearish line is not drawn and the 
moment bullish line gets broken, bearish line becomes active. So it 
means that there will always be one line plotted at any point in time 
as price is either in Uptrend (above trend line) or Downtrend (below 
trend line). Refer Figure 3.2.2 shown below. 


Figure 3.2.2: HDFC daily 0.50% x 3 cl Point & Figure chart 


Line A is a 45-degree bullish line drawn from the Bottom. Bearish 
line is drawn at point B once line A gets broken. Bullish line C is 
drawn once line B is broken. All these lines are 45-degree lines 
drawn from Major Tops and Bottoms. 


The 45-degree trend lines drawn from important peaks and 
troughs are very effective and usually respected by the prices. A P&F 
analyst should always plot it from important peaks and troughs of 
the chart. Understand that the breach of bullish line indicates that 
the Bottom from which the line is plotted has become weak and 
breach of bearish line indicates that the Top from which the line has 
been plotted has become weak. It informs us that price has failed to 
maintain the pace or strength of the Major Top or Bottom. 


Apart from major peaks and troughs, 45-degree lines can also be 
plotted from Mini Tops and Mini Bottoms. Bullish 45-degree trend 
lines can be drawn from all Mini Bottoms and bearish 45-degree 
lines are drawn from Mini Tops. I would only stick to these rules to 
draw the 45-degree trend lines; hence, it becomes a complete 
objective technique where angle of plotting and rules to plot them 
are certain. 


Figure 3.2.3 is a daily 0.50% x 3 P&F chart of Aban that explains 
the method of plotting the 45-degree trend lines. 
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Figure 3.2.3: Aban daily 0.50% x 3 cl Point & Figure chart 


Lines A, B, C and D are bearish 45-degree lines drawn from all 
Mini Tops of the chart. Bullish 45-degree line is drawn once line D is 
broken. Bullish 45-degree line E was drawn from the last Mini 
Bottom. It is obvious that a breakout of 45-degree lines will occur 
earlier than the breach of Mini Tops and Bottoms. 


Figure 3.2.4 is the next picture of the same chart. Lines F, G, H 
and I, shown in the chart, are 45-degree bullish lines drawn from all 
Mini Bottoms. The strength of these Bottoms remains intact unless 
the objective line drawn from them gets broken. 
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Figure 3.2.4: Aban daily 0.50% x 3 cl Point & Figure chart 


Note: 


The slope of 45-degree line shown in the charts don’t look like 45-degree 
angles because they are adjusted for the gap between two columns and 
vertically compressed for better visualization of the charts. 


There can be different ways in which trend line breach is 
considered as valid. It can be considered as broken only when 
Double Top or Double Bottom signals are formed beyond the trend 
lines. But at times, initial breach also provides important information 
to which price reacts immediately. There can be different approaches 
to deal with it; most keep it flexible. 


Broadly, there can be three ways of deciding a breach of the trend 
line: 
1. Basic patterns above/below trend line to consider breach as 
valid 
2. Even one box above /below is a breach of trend line 


3. Next column as test of trend line 


All of them are valid, but following one principle helps in 
reducing confusion while taking decisions in real time. As per first 
approach, one can prefer to wait for the confirmation of Buy or Sell 
signal after trend line breach to consider it as a valid. Fresh trades 
are placed only based on patterns. There is less confusion with the 
second approach — broken is broken. The third approach is explained 
below. 


Consider a bullish line as broken if column of ‘O’ falls below it. 
But if price regains strength and bounces back above broken line in 
the next immediate column of ‘X’, then draw the new line from the 
new Bottom marked by the column of ‘ʻO’. Keep the bearish line 
tentative till then and remove it if price bounces immediately. 


If price recovered immediately in the next column, then it proves 
strength of the trend line. Plot new line if price regains the territory 
immediately, so the trend is considered as reinstated with new 
column. Hence, the next column is always a test of the breach or 
breakout, whether it is sustained or proved false. Refer Image 3.2.3. 
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Image 3.2.3: Trend line breach 


The bullish trend line drawn in the above image is broken but 
price again moved inside the trend line in the next column. So trend 
has regained control and new trend line should be drawn from new 
Bottom which is at point B. And that should be referred to for 
further analysis. Vice versa rules are applied for bearish trend lines. 


Similarly, treat the breach as valid when column of ‘X’ rises above 
bearish line, but draw new line from new column of ‘X’ if price falls 
below the trend line in the next immediate column. So, direction of 
the trend line remains intact with this approach but it is drawn from 
new column. This eliminates subjectivity while plotting the lines on 
the chart and makes the trend identification method simple and well 
defined. 


Figure 3.2.5 is a daily 0.50% x 3 P&F chart of Axis bank showing 
the method discussed above. 


Figure 3.2.5: Axis bank daily 0.50% x 3 cl Point & Figure chart 
Trend line A is initial 45-degree bullish line. Bullish line B is 


drawn from Mini Bottom that trails up the Bottom. It got breached 
but immediately regained at point C from which new bullish line is 


drawn. Bearish line from point D is drawn once bullish line C was 
broken. Price attempted breach of line D but reversed immediately 
in the next column; hence, new bearish line E is drawn from the 
column that attempted the breakout. Bullish line F is drawn from 
Mini Bottom that broke eventually, which gave early indication of 
weakness in the structure. Points G, H, I and J are bearish 45-degree 
lines drawn from Mini Tops that trailed the downward trend. 


From the trading perspective, waiting for confirmation of new 
column can prove devastating. If price breaks the bullish trend line, 
then long position should be liquidated and new signal should be 
awaited. If there is immediate recovery in price after the breach of a 
trend line in the previous column, the trade can then be reinstated. 


It is important to understand that one trend line will always 
remain active on any P&F chart, either bullish line or bearish line. 
Hence, any P&F chart will either be in Uptrend or Downtrend at any 
point in time. Trends being trailed via trend lines are a unique 
feature of P&F charts. 


There are four major methods of using these 45-degree objective 
lines on charts: 


1. Trend Identification 


We discussed trend identification and riding technique using Mini 
Bottoms and Mini Tops in an earlier section. There is a trend reversal 
when a previous Mini Top or Bottom is breached. We have discussed 
how 45-degree lines can be plotted at all Mini Tops and Bottoms. 
Trend can be ridden using them in a similar manner. An Uptrend 
remains intact unless price falls below bullish line drawn from Mini 
Bottom and a Downtrend remains intact until price goes above 45- 


degree trend line drawn from Mini Top. A new line is drawn as soon 
as new Mini Top or Mini Bottom is formed. 


Below are charts that were shown in the section on Mini Tops 
and Bottoms. Same charts are shown applying 45-degree lines on 
them as per method discussed above. 
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Figure 3.2.6: Aban daily 1% x 3 cl Point & Figure chart 


Figure 3.2.6 shows P&F chart of Aban with 45-degree lines drawn 
from all the Mini Tops and Mini Bottoms. We get the early indication 
of weakness of Tops or Bottoms with the help of trend lines. A trend 
reversal happens only when the bullish 45-degree line gets broken. 
The technique is very effective when it comes to riding the trends. 


Figure 3.2.7 is the chart of Bajaj Auto that was given previously 
for exercise. Objective trend lines from all the Mini Top and Mini 
Bottoms are marked on the chart. 
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Figure 3.2.7: Bajaj Auto daily 0.25% x 3 cl Point & Figure chart 


Point A is where bearish 45-degree trend line was breached, 
indicating a reversal of the Downtrend. Point B is where trend 
turned to down when the price fell below the bullish trend line 
drawn from Mini Bottom. Point C is where Downtrend ended with 
the breach of bearish trend line. 


2. Patterns with Trend Line 


If trend can be defined via 45-degree lines, then pattern filtration 
becomes easy. If trend is up, look for bullish patterns and when it is 
down, look for bearish patterns. Even basic signals like Double Top 
and Double Bottom formation can be filtered via trend. We 
discussed the method to trade these basic signals in Chapter 1; they 
can be filtered based on 45-degree lines. This is explained in simple 


words, as follows: 
A. 


Trade long when Double Top Buy gets formed above trend 
line. 


Exit long trades when Double Bottom Sell signal is formed. 


Trade short when Double Bottom Sell signal appears below 
trend line. 


Cover short trades when Double Top Buy signal is formed. 


In brief, don’t trade short when price is above trend line and 
avoid long trades when price is below the trend line. Most people are 
not SAR (Stop and Reverse) traders; hence, trend identification is 
important for them. 


Figure 3.2.8 is the same Bajaj Auto chart that we discussed earlier. 
Patterns are shown along with trend line on the chart. 
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Figure 3.2.8: Bajaj Auto daily 0.25% x 3 cl Point & Figure chart 


All patterns highlighted in the above chart represent Fresh basic 
signals. Fresh Sell signals below bearish line and Fresh Buy signals 
above bullish line are marked on the chart. Pattern A is a Fresh Sell 
signal. Pattern B is a Bull Trap, which is also a Fresh Sell signal. 
Pattern C is Bearish Broadening formation. Pattern D is Double Top 
Buy after Low Pole when trend turned up. Pattern E is Bear Trap in 
Uptrend. Pattern F is Double Top Buy after Low Pole (Follow- 
through) that was immediately followed by High Pole. Pattern G is 
Bear Trap. Pattern H is failure of Low Pole formation and also a 
Follow-through to 100% Pole appearing along with breach of bullish 


trend line. Pattern I is a Triangle breakout. The Triangle failed in the 
immediate column that breached the Downtrend line. Pattern J is a 
Buy signal above trend line and also a Follow-through to the Bear 
Trap and Triangle failure patterns. 


We discussed earlier that poles can also be used for exiting the 
trades especially when it comes to system trading. They are also 
important reference points from the analysis perspective. 


Figure 3.2.9 is a P&F chart of Arvind that we discussed in the 
Mini Top and Bottom section. It is a three-box reversal hourly chart 
plotted using closing prices with absolute box-value of 1-rupee. 


Figure 3.2.9: Arvind 60 min interval 1 x 3 cl Point & Figure chart 


There are only two trend lines shown in the chart which are 
broken lines. Trend line 1 was broken and indicated that the trend 
has turned up. Trend line 2 was broken, indicating the beginning of a 
Downtrend. All signals marked in the chart are Fresh signals. 


Pattern A is Fresh signal and also a Triangle breakout. Pattern B is 
Triple Bottom Sell signal below the bearish trend line. Pattern C is 
Fresh signal and six-column Trap that reversed to Buy in the 
immediate column. Pattern D is Bearish Broadening formation. 


Pattern E is bearish three-column Triangle breakout but immediately 
followed by Low Pole and then bullish 100% Pole appearing above 
bullish trend line at pattern F. Pattern G is Triple Top Buy pattern 
above bullish trend line. Pattern H is Fresh Buy signal that got 
reversed immediately to complete a Bull Trap at pattern I. 


Trading the patterns in the direction of the trend improves the 
trading performance significantly. The advantage with pattern 
trading is that it has clear rules for entry and exit. 


3. Support-Resistance & Pullback 


The 45-degree trend lines prove to be very important support and 
resistance lines. Price tends to bounce from these lines, which 
displays strength of the Top or Bottom from which they are plotted. 
Patterns around trend lines should be monitored, which gives 
opportunity to trade the bounce. Refer Image 3.2.4. 


Image 3.2.4: Flirting with trend line 


See 1% x 3 P&F chart of Dr. Reddy shown in Figure 3.2.10. 
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Figure 3.2.10: Dr. Reddy daily 1% x 3 cl Point & Figure chart 


The above chart shows numerous opportunities that patterns 
near trend lines were generated. A bullish formation after a breach of 
the bullish trend line or bearish pattern after flirting around bearish 
trend lines are effective pullback setups and often provide trading 
opportunities during strong trends. 


Figure 3.2.11 is a daily 1% x 3 chart of Reliance Capital showing 
price flirting near 45-degree lines. 
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Figure 3.2.11: Reliance Capital daily 1% x 3 cl Point & Figure chart 


The 45-degree lines along with patterns can help in ascertaining 
price supports and resistances. Angle of these lines is certain, they 
are not flat or non-trending and hence flirting around these lines 
provides nice pullback trading opportunities. When price witnesses 
some retracement during established trends, a pattern near trend 
line becomes an effective pullback setup. 


4. Breakout 


We discussed that 45-degree trend lines can be trailed with the trend 
and it can become an effective trend identification technique. If the 
price is in an Uptrend (trading above bullish trend line drawn from 
Mini Bottom), then the 45-degree lines drawn from Tops during the 
Uptrend can be used as a breakout confirmation tool. 


Let me explain the concept in three simple steps. 


Step 1 


Open any Point & Figure chart, and spot the major or significant 
Tops and Bottoms that can be easily identified. It should be a very 
simple task as we are looking for Tops and Bottoms that are clearly 
visible and identifiable. Refer chart of Tata Motors shown in Figure 
JALA. 
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Figure 3.2.12: Tata Motors daily 1% x 3 cl Point & Figure chart 


Points A, B & C are the major swing points in the above chart. 
Point A and C are Major Bottoms and point B a Major Top. 


Step 2 
Plot 45-degree trend line from these Tops and Bottoms. 


In the TradePoint software, select the 45-degree trend line and 
click on that column to draw the line; bearish line will be drawn 
from the top of the column of ‘X’ and bullish line will be drawn from 
the bottom of ‘O’. 
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Figure 3.2.13: Tata Motors daily 1% x 3 cl Point & Figure chart 


Bullish lines are drawn from points A and C and bearish line is 
drawn from point B as shown in the Figure 3.2.13. 


Breakout is a point where price has crossed the trend line. It 
shows that the top or bottom from which it has been broken is 
weakened for the reasons we discussed earlier in the chapter. In an 
Uptrend, it would be logical to expect the price to breakout above 
the down-sloping lines. This is a sort of confirmatory mechanism. 
The same logic applies in a Downtrend too. Price in a Downtrend 
will often breach the upsloping trend lines drawn off recent lows. 


Figure 3.2.14 is a chart of BHEL showing 45-degree trend lines 
drawn from important Tops and Bottoms. 
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Figure 3.2.14: BHEL daily 1% x 3 cl Point & Figure chart 


Step 3 


When a trend line is broken, refer to the patterns to identify the 
trading opportunity. Even the basic P&F patterns will suffice. 
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Figure 3.2.15: CESC daily 1% x 3 cl Point & Figure chart 


Have a look at the chart of CESC shown in Figure 3.2.15. Point A 
is when price has crossed above trend line but there was not even a 


basic Buy signal thereafter. The breach at Point B also failed to 
generate any bullish pattern. Similar story at Point C. Point D is 
where basic bullish signal was triggered above the trend line; hence, 
it becomes an important marker and confirms trend reversal. 


Figure 3.2.16 is a P&F chart of Federal bank. Price sustained 
above the bullish trend line for about 40 months. A bearish line is 
drawn from significant Top that shows the breakout along with 


pattern. 
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Figure 3.2.16: Federal bank daily 1% x 3 cl Point & Figure chart 


The method is applicable on all time frames, instruments and 
box-values. Figure 3.2.17 is a chart of Andhra bank showing bearish 
trend line and pattern breakout on a 0.25% chart. 
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Figure 3.2.17: Andhra bank daily 0.25% x 3 cl Point & Figure chart 


With this method, we are playing 45-degree trend line breaks. 
The trend line breakout will be more significant the longer and the 
more tested the trend line is. If there was a vertical move before 
breaching the line, there may be some exhaustion in the short term; 
pattern will help in filtration. Formations such as a Trap or other 
major patterns make it a more logical and productive setup. Figures 
3.2.18 and 3.2.19 are daily charts of PEL and CESC, respectively, 
showing 45-degree line breakouts along with major patterns. 
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Figure 3.2.18: PEL daily 0.25% x 3 cl Point & Figure chart 
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Figure 3.2.19: CESC daily 0.25% x 3 cl Point & Figure chart 


Chart period: July 2016 to Mar 2017 = 


Summary 


A 


Angle of the 45-degree lines is pre-fixed and hence they are 
known as objective lines. Unlike subjective lines, they need 
just one point to draw. 


A 45-degree trend line should always be plotted from 
important and major Tops and Bottoms whenever you come 
across a P&F chart. It demarcates the chart in bullish and 
bearish zones and tells you more about the strength or 
weakness of important Tops and Bottoms. 


Plot them from last Mini Top or Mini Bottom of the chart. 


Strength of the pattern remains valid unless negated; breach 
of 45-degree line drawn from the Top or Bottom of the 
pattern is early indication of the weakness. 


There are four important usages of trend lines on P&F 
charts: trend identification, pattern filtration, pullback and 
breakout. 


Strategy of trading patterns in the direction of the trend has 
stood the test of time. 


3.3; COUNTS 


If you meet any market participant, you will often find two questions 
that can be called the stock market anthem: kya lagta hai? (How do 
you see market?) and the question that shall immediately follow is 
kahan tak? (How far?) Once we identify the trend or breakout 
pattern, next thing we try to do is to apply some projection 
technique to determine the target for the move. 


Projection or targets is very important when it comes to 
subjective analysis. System traders react to setups and trade them. 
They are price followers and exit the trade when price generates the 
Sell signal. They don’t need targets. It is jokingly said that there are 
only two things possible with a target: either price will exceed or fall 
short of it. But analysis is performed to form a view or to guess what 
will happen next. There are several methods of deriving targets from 
the pattern. The usual method that people follow to calculate target 
is to measure the height of the pattern and add or subtract it from 
breakout levels. Fibonacci extension numbers are also useful for such 
kind of projections. 


Count in P&F is a price projection technique. There are two 
types: horizontal counts and vertical counts. They are applied based 
on the structure and nature of the formation before breakout. Let us 
begin the discussion with horizontal counts. 


Horizontal Counts 


Horizontal count is the oldest method of applying counts on P&F 
charts. It is applied when the pattern is horizontal in nature before 
breakout or there is a base creation formation. It is quite similar to 
the traditional method of extending the width of the pattern to 
derive the target levels. As the name indicates, count is taken by 
projecting width of the horizontal pattern to the direction of the 
breakout. 


It is required to identify horizontal formation before taking the 
count from it. A horizontal pattern can broadly be defined as a 
pattern that develops between two parallel horizontal lines that 
display accumulation or distribution phase. There is subjectivity in 
doing that, but the pattern should have consolidating columns in 
between. It can be an ‘M’ or a ‘W’ type of pattern that shows 
consolidation between two legs. There are multiple methods of 
taking horizontal counts, which you can find in old literature on P&F. 
I am focusing on the best and the most applicable one. 


Entry and exit columns need to be defined while determining a 
horizontal pattern. Entry column is entry into the pattern (not 
trade) and exit column is exit from the pattern. Exit column must 
rise above highest ‘X’ in the pattern so that there is clear setup of 
price consolidation between entry and exit columns. (See Image 
3.3.1) 
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Image 3.3.1: Horizontal pattern 


There are many methods of taking horizontal counts and some 
brilliant research has happened around this. Below is the calculation 
which is common and more useful. 


Formula 


Bullish Horizontal count = Bottom of the pattern + (Width of the 
pattern x Box-value x Reversal value) 


Bearish Horizontal count = Top of the pattern — (Width of the 
pattern x Box-value x Reversal value) 


Width of the pattern is the number of columns in the formation. 
It is multiplied by the box-value and reversal value. The result is 
added to the Bottom box-price of the pattern to arrive at bullish 
count and deducted from the Top box-price of the pattern to 
calculate bearish count. 


Bottom box-price of bullish formation is box-price of lowest ‘O’ 
of the pattern and Top box-price of bearish pattern is box-price of 
highest ‘X’ of the pattern. The number of columns to determine 
width should include entry and exit columns. 


Image 3.3.2 explains the calculation of horizontal count from a 
consolidating pattern. 


Image 3.3.2: Horizontal counts 


Image above shows a bullish and bearish horizontal formation 
with width size of eight columns. Box-value of the chart is 10 and 
reversal value is 3. The Bottom of the first chart in the image is 1000 
and the Top of the second chart in the image is 1000. Below is the 
calculation of both the counts as per method discussed above. 

Bullish Horizontal count: 

8 x 10 x 3 = 240 

240 + 1000 = 1240 

Bearish Horizontal count: 

8 x 10 x 3 = 240 

1000 — 240 = 760 


A bullish count of 1240 and bearish count of 760 arrived as per 
above calculation is shown in the chart. 


Figure 3.3.1 is the 30 x 3 P&F chart of daily prices of Nifty. There 
is a 16-column horizontal formation with clear entry and exit 
columns. The Bottom box-price of the formation is 2550. The target 


of 3990 shown in the chart can be calculated as per formula shown 
above. 


Nifty dly 30 x 3 cl Point & Figure chart 
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TradePoint: wwa definedge.com 


Figure 3.3.1: Nifty daily 30 x 3 cl Point & Figure chart 


There can be a smaller horizontal formation within a larger one. 
If chart shown above is observed carefully, a 16-column formation 
has an 8-column consolidation formation within the larger 20- 
column consolidation. They are also valid patterns and qualify for 
applying horizontal counts. Hence, multiple counts can be taken 
from the same pattern that can be considered as count 1, count 2 and 
so on. 


Figure 3.3.2 shows the same Nifty chart with multiple horizontal 
formations. There are patterns within patterns with different widths, 
but they all qualify for counts. Horizontal counts from each of them 
are shown on the chart. 


Nifty dly 30 x 3 cl Point & Figure chart 
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Figure 3.3.2: Nifty daily 30 x 3 cl Point & Figure chart 


Figure 3.3.3 is a daily 1% x 3 P&F chart of JP Associates. There is 
a larger horizontal formation shown with entry and exit columns, 
within which there are smaller horizontal formations as well. The 
multiple downside counts arrived with such kind of method can 
become the significant reference points in future. 
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Chart from May 2012 to Sep 2013 
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Figure 3.3.3: JP Associates daily 1% x 3 cl Point & Figure chart 


The larger width horizontal formation shown in the chart above 
looks like Head & Shoulders pattern. Horizontal patterns are often 
H&S, Cup-handle or rounding patterns like accumulation- 
distribution patterns from which horizontal count can be calculated. 
These Western price formations are clearly visible on P&F charts as 
well. Noiseless manner of plotting is the added advantage of finding 
them on these charts. Horizontal counts can be applied to them to 
derive their P&F targets. 


Horizontal count method extends the width of the pattern in the 
direction of the breakout. If base is strong, meaning that if some 
serious accumulation or distribution has occurred, then the price 


should be able to accelerate up to the calculated count or target 
price. Can one trade for the target derived from these methods with 
stop based on pattern negation? The answer is No. From the trading 
perspective, I recommend trading patterns only. Counts can become 
important reference points and provide direction. Patterns are 
guides that help in trading them. 


The method of taking horizontal count is more applicable to 
larger box-values and patterns with larger width. It cannot be 
applied to small horizontal formations because extension of width 
from bottom of them will fall within the pattern itself. I have 
tweaked the formula to make it applicable on small horizontal 
formations. 


Horizontal Count - Aggressive 


Small horizontal patterns will not throw up meaningful projection if 
the width is projected from the bottom of the pattern. And I always 
felt there is usefulness in deriving horizontal counts even from small 
formations. To find a solution, a small tweak was considered in the 
formula. Instead of adding to the bottom of the formation to arrive at 
bullish count, it is added to the breakout level for generating the 
count. It shows comparatively aggressive counts and hence the 
name. 


Small horizontal formations are basically the patterns that 
consolidate between five and eight columns. There can be Traps, 
Triangles, Broadening formations or their variations. Width of such 
patterns can be extended further to take a count after breakout. This 
method plots aggressive counts but suits the smaller width formation 
where usual horizontal count is not useful. 


The logic behind adding it to breakout level is that the thrust can 
result in quick move, which should achieve 100% of entire width. 
This is an idea derived from traditional price projection methods. 
Below are the charts showing counts from such small horizontal 
formations. 


Figure 3.3.4 is the chart of daily prices of Financial Technology 
plotted with 1% x 3 parameters. 
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Figure 3.3.4: Finan tech daily 1% x 3 cl Point & Figure chart 


Horizontal count — aggressive is applied on both the patterns 
shown in the chart. The horizontal pattern shown in the chat is 
significant. But, the breakout from the pattern is too far away from 
the Top or Bottom. The usual horizontal count target will not be 
useful or significant in such cases. 


ACC 1% x 3 cl Point & Figure chart 
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Figure 3.3.5: ACC daily 1% x 3 cl Point & Figure chart 


Figure 3.3.5 is a 1% x 3 chart of ACC. Aggressive horizontal 
method of counting is applied to small formations that occurred 
above bullish trend line. 


This counting method should be applied only when the width is 
small and there is a breakout. It should usually be more than a four- 
column formation. Ideal is a seven to eight column setup having a 
formation of Follow-through or pattern failure within it. Breakout 
after such kind a scenario is more effective. The method is very 
useful when applied on small patterns using large box-values. 


Bullish horizontal counts remain valid so long as the Bottom of 
the formation is not broken and Bearish horizontal counts remain 
valid so long as the Top of the formation is not taken out. 


Vertical Counts 


This is my favorite method of taking the counts, mainly because it is 
objective in nature. Vertical counts are a method of projecting 
targets from single P&F column. A column of ‘X’ is always projected 
toward upside and a column of ‘O’ will always be projected toward 


downside. The column selection is not subjective and the formula for 
calculating the projection is detailed below. 


Formula 


Bullish Vertical count = Bottom of the pattern + (Length of the 
pattern x Box-value x Reversal value) 


Bearish Vertical count = Top of the pattern — (Length of the 
pattern x Box-value x Reversal value) 


Bullish count is always taken from the column of ‘X’ and Bearish 
count is always taken from column of ‘O’. Length of the pattern is 
number of boxes in the column. It is multiplied by the box-value and 
reversal value and added to the bottom of the pattern to arrive at 
bullish count. It is deducted from the top of the pattern to arrive at 
bearish count. Bottom of the pattern is the bottom price of previous 
column of ‘O’ in case of bullish count. And Top of the pattern is Top 
price of previous column of ‘X’ in case of bearish count. 


Image 3.3.3 explains the formula discussed above. 


Image 3.3.3: Vertical counts 


Length of both the columns from which count is taken is 5, that 
is, the number of boxes in the column. The Bottom of the first 
pattern is 920, which is the Bottom price of its previous column of 
‘O’. The Top of the second pattern is 1080, being the top box-price of 
its previous column of ‘X’. The charts are plotted with 10 x 3 
parameters. The calculation of both the counts is given below. 


Bullish Vertical count 


5 x 10 x 3 = 150 (Length of the pattern x Box-value x Reversal 
value) 


150 + 920 = 1070 
Bearish Vertical count 
5x 10x 3=150 

1080 — 150 = 930 


This is how we can project the column of ‘X’ higher and column 
of ‘O’ lower. But the projection cannot be taken from every column. 
There are rules to define the column that qualifies for calculating 
vertical counts. It is basically applied to the column occurring after a 
significant Top or Bottom. A column of ‘X’ coming after Bottom 
should be projected higher and a column of ‘O’ coming after Top 
should be projected lower (see Image 3.3.4). 


Bottom 


Image A Image B 


Image 3.3.4: Bottom and Top 


Bottom of the bullish formation shown in the first figure is 1000, 
being the Bottom box-price of column 2. Bullish vertical count is 
applied from the column of ‘X’ at 3 coming after forming the Bottom. 
Top of the bearish pattern in the second figure is 1070, being the 
Top box-price of column 2. The bearish vertical count is calculated 
using the column of ‘O’ at 3, and is deducted from the top of the 
previous column high at 1070. 


Every vertical count has two stages: Establishment and 
Activation. Upside count gets activated when high of the column 
from which count is established is broken by one of the subsequent 


columns. The breakout need not be in the immediate column but 
could occur in any of the subsequent columns. The only condition is 
that the recent low of the pattern must not be breached before the 
breakout happens. Similarly, downside count gets activated when 
Low of the column from which count is taken is broken without the 
price going above the Top of the pattern. 


Refer to the first figure in Image 3.3.4 again. Column 3 qualifies 
for calculating the vertical count and the high of this column is 1050. 
The count is an established count initially; it gets activated when any 
subsequent column of ‘X’ goes above 1050, which is the top or the 
high price of the column 3. It happened at column 5 in the image 
shown above. It becomes Double Top Buy formation because the Top 
price of the column gets broken in the immediate column, but it may 
not happen always. The breakout above the high price of the 
qualifying column can happen in any subsequent columns as well. 
The only condition is that the bottom of the pattern, 1000 in this 
example, should not be breached. 


Refer the second figure in Image 3.3.4; Bottom price of the 
column 3 from which bearish count is applied is 1020. The count 
gets activated when this bottom gets broken subsequently, which 
happened at column 5. The breakout is valid if it happens before 
breaching the Top of the pattern, which is at 1070. 


Only activated counts are important and valid. Established but 
nonactivated counts should be removed from the chart. In fact, they 
should not be plotted or calculated in the first place. 


Vertical counts are applied from the columns appearing after 
significant Tops and Bottoms. The Activation stage confirms the 
strength of the first leg and makes it a valid case for calculating 
targets. 


Counts should be applied from Major Tops and Bottoms. They 
can be calculated from Mini Tops and Mini Bottoms as well. Bullish 
vertical count should be applied from column of ‘X’ that occurred 
after Mini Bottom. Bearish vertical count should be applied from 
column of ‘O’ that occurred after Mini Top. Hence, columns from 
which vertical counts should be plotted are clearly defined, which 
makes the method completely objective. 


Figure 3.3.6 is a 10 x 3 P&F chart of Nifty plotted on daily closing 
prices. 


Nifty 10 x 3 Point & Figure chart 


p 


= 
_ 
= 
— 
— 
— 
— 
— 
— 
— 
— 
— 
— 
— 
= 
e 
— 
= 
-— 
þ— 
— 
= 
— 
— 
a 
B 
= 
iz 
— 
= 
ne 
re 
— 
— 
— 
= 
— 
— 
gm 
g 
= 
— 
— 
- 
e 


Chart period: Dec 2016 to May 2017 


TradePoint: www.definedge.com 


Figure 3.3.6: Nifty daily 10 x 3 cl Point & Figure chart 


All bullish counts shown in the chart are plotted from the column 
of ‘X’ formed after Bottoms/Mini Bottom that got activated 


subsequently. Figure 3.3.7 is a daily 0.25% x 3 P&F chart of Andhra 
bank. All vertical counts shown in the chart are active counts. 


Andhra Bank 0.25% x 3 cl Point & Figure chart 
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Figure 3.3.7: Andhra bank daily 0.25% x 3 cl Point & Figure chart 


Apart from plotting trend lines Mini Top and Mini Bottom may 
be used to calculate vertical counts too. Vertical counts extend the 
first leg after forming important peak or trough; hence, the count is 
derived based on strength of the first leg and activation stage ensures 
that there is Follow-through. The counts in the direction of the trend 
are stronger counts and have higher probability of being achieved. 
Counts against the trend are less relevant unless there is a trend 
reversal. 


Figure 3.3.8 is the same Bajaj Auto chart that we used during the 
discussion on Mini Top and Bottoms and 45-degree trend lines. The 
same chart with trend line and vertical counts is featured below. 


Bajaj Auto 0.25% x 3 ci Point & Figure chart 
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Figure 3.3.8: Bajaj Auto daily 0.25% x 3 cl Point & Figure chart 


Figure 3.3.9 is a P&F chart of BHEL plotted using 0.25% box- 
value on closing prices of every minute. 


Bhel futures one min 0.25% x 3.cl Point & Figure chart 
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Figure 3.3.9: BHEL-I futures 1 min interval 0.25% x 3 cl Point & Figure chart 


Downside vertical counts are applied from all Mini Tops in the 
chart. Bearish horizontal count is also plotted from horizontal 
ranging price action seen at the Top, which suggests distribution. 


The horizontal count projected a downside target of 134.75. 
Subsequent counts taken from Mini Tops resulted in fresh successive 
downside targets, while the price was gradually headed toward the 
horizontal count target price of 134.75. The trend lines from Mini 
Tops confirm the Downtrend and help in riding the trend, using 
these targets as a guidepost. Patterns A and B are downside 
breakouts after Triangle. Patterns C and D are Bull traps in the 
Downtrend. 


This makes the entire setup well defined and objective in nature. 
We have discussed clear and objective ways to identify trend, 
various methods to ride the trend, identify Mini Tops and Bottoms, 
patterns in the direction of the trend and calculating counts or 
targets. All these aspects can be easily implemented in any given 
P&F. They can be applied on all instruments, box-values and time 
frames. Practice is what is required for successful execution. 


All bullish active counts are valid unless the Bottom from which 
they are calculated is broken and all bearish active counts are valid 
unless the Top from which they are calculated is broken. The 
terminology along with a brief explanation with regard to counts is 
as follows: 


Negation of counts: If bottom of column from which upside 
count is taken gets broken, then the upside counts gets negated; vice 
versa for negation of downside counts. 


Closed counts: Counts which are achieved are known as closed 
counts. 


Open counts: Counts that are neither achieved nor negated are 
known as open counts. 


Counter-trend counts: Counts against the direction of the trend. 


The P&F counts are reliable targets in most cases. They can 
certainly be important reference points for future. Patterns in 
direction of active counts should be the focus point for traders. Look 
for positive counts when price is above 45-degree trend line and look 
for negative counts when price is below 45-degree trend line. Open 
counts should be kept in screen and closed or negated should be 
removed. Sometimes multiple counts get opened on both the sides, 
which happens usually during the period of consolidation. Keep 
referring to valid and active counts until there is a breakout, 
resulting in the invalidation of the counts in one direction. 


Note that ‘X’ or ‘O’ occurring at same level are considered as Mini 
Tops and Mini Bottoms; hence, counts and trend line from those 
points should always be plotted. 


Vertical counts can also be plotted from significant columns or 
from next column if qualified column is small, or a column that 
displays breakout from horizontal base, etc. I have kept things simple 
and objective, which according to me is best. Variations and 
experiments can be done after gaining experience and practicing the 
basic things. 


Give more preference to vertical counts, practice them to begin 
with. Plot counts in the direction of the trend line whenever they get 
activated. At times, the column qualified for applying the vertical 
count happens to be very long. It shows targets that are too far from 
current levels, which looks fascinating but is not of much use. 
Though people like to see or publish charts showing huge targets, 
they have very little practical value. 


To keep the things relevant, the technique mentioned below 
should be used to plot counts when column is long. 


Vertical Count - Conservative 


Unusual targets get displayed from long columns, which are often the 
exaggerated counts having limited use from the trading perspective. 
This also happens when counts are applied on higher box-values. 


Hence, I prefer taking vertical count — conservative from such 
columns. The conservative count is calculated by tweaking one 
parameter in the formula that is used in the usual vertical count. 
Two-thirds of the reversal value is used for multiplication instead of 
full reversal value, all other things remaining the same. So it provides 
a lower and conservative count compared to the one derived from 
the usual formula. 


Figure 3.3.10 is a 1% x 3 P&F chart of daily closing prices of HDIL 
showing vertical count — conservative applied from the column of 
XK’. 


24497 


HOIL 1% x 3 cl Point & Figure chart 


Figure 3.3.10: HDIL daily 1% x 3 cl Point & Figure chart 


To decide if a column is long or not, is quite subjective in nature 
and depends on the box-value. Conservative vertical counts are 


basically equal extension of the column. It is a sensible approach to 
apply this conservative method for counter-trend counts. It is not 
that counts derived from the usual method are non-achievable. The 
best method is to plot both the counts and treat them as Target 1 and 
Target 2. 


Figure 3.3.11 is a 0.50% x 3 P&F chart of Auro Pharma. 


Auro pharma 0.50% x 3 cl Point & Figure chart 
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Figure 3.3.11: Auro Pharma daily 0.50% x 3 cl Point & Figure chart 


Downside count shown by arrow in the chart is against the trend; 
hence, vertical count — long is applied. Both the counts are applied 
from the bullish column that appeared after Mini Bottom. They are 
treated as first and second target derived from the column. 


Vertical count — conservative and count-clusters are more 
reliable and high-probability targets. When different counts form a 
confluence at a price zone, it is called a clustered-count area. 


Figure 3.3.12 is chart of Bharat Finance showing count cluster 
where there is sort of confluence between the first count and second 
count plotted from two different columns. 


Bharat Fin 0.25% x 3 cl Point & Figure chart 
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Figure 3.3.12: Bharat Finance daily 0.25% x 3 cl Point & Figure chart 


Andhra bank chart discussed earlier is featured again in Figure 
3.3.13 with both the counts applied. 


Andhra bank 0.25% x 3 Point & Figure chart 
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Figure 3.3.13: Andhra bank daily 0.25% x 3 cl Point & Figure chart 


The benefit of conservative count can be observed in the chart 
shown above. Price achieved bearish conservative count at 102.69, 
turned positive, generating bullish counts which were achieved. 
Eventually, second bearish counts were also achieved. Notice the 
count cluster near 100 that was achieved. 


Apart from using vertical count as a potential target, it can also 
be viewed as a technique to gauge the state or strength of the trend. 
When new bullish counts get activated, which are higher than 
previous open bullish counts, then the probability of achieving the 
previous open counts is higher. Negation of bullish count in an 
Uptrend and a bearish count in Downtrend are early indications of a 
trend reversal. 


Combination of patterns, 45-degree lines and counts are 
traditional Point & Figure techniques. When all are in sync, it is a 
clear chart and should be traded. Inconsistencies should be ignored. 


The concepts discussed till now are more than sufficient to trade any 
type of instrument, box-value and time frame. 


Summary 


A. 
Horizontal and aggressive horizontal counts are subjective 


methods of projection. 


Vertical counts should be plotted from Major Top or Bottom 
and Mini Top or Bottom. 


Conservative counts should be used for counter-trend 
counts. 


Only open counts should be kept on the chart. 


Conservative vertical counts and count cluster indicate 
reliable targets. 


Trade clear charts where count, trend line and patterns are 
in sync. 


3.4; ANCHOR POINT 


Anchor point is the most amazing and underused tool in the Point & 
Figure world. Anchor point is the most logical area of demand and 
supply where indecision or confusion is seen among market 
participants. It is the battlefield of Bulls and Bears where the fight 
had been most indecisive. Eventually one side will get dominant, but 
it can certainly work as a reference area when revisited by the price. 


Anchor point can be defined as an area where price has traded 
the most between two points. It is the most filled row that indicates 
the level where most action has been seen between two reference 
points. Image 3.4.1 shows the pattern with number of filled boxes in 
each row, shown at the right-most column. The row highlighted in 


the chart has 20 filled boxes which is the highest among all rows. 
This most populated row is defined as an Anchor point of the 
formation. 
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Image 3.4.1: Most filled row 


Anchor point is shown by horizontal line extended to the right, 
representing the most populated row. 


Anchor point is basically a concept borrowed from one-box 
reversal charts and is used to identify the base of a horizontal 
pattern. But the tool is useful in many ways. Anchor point displays 
the actual spots where there was a tug of war between Bulls and 
Bears and hence they become important reference areas. Setups 
occurring near these areas would turn out to be wonderful trading 
opportunities. 


The Anchor point is always calculated between two columns. The 
software automatically captures the Anchor point based on the 
columns chosen by the user. Anchor point is the most active or most 
populated row between two columns chosen by the user. It can be 
plotted on horizontal formation to seek the reference level of entire 
pattern. 


Image 3.4.2 shows the Anchor point plotted on the horizontal 
pattern. 


- Anchor Point 


Image 3.4.2: Anchor point 


A horizontal line shown in the chart shows the area where most 
number of boxes is recorded between Point 1 and Point 2. 


Image 3.4.3 is a 10 x 3 Figure chart of Bank Nifty shown with 
Anchor point 
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Image 3.4.3: Anchor point 


Level of 18130 is important because it is most traded price in the 
entire formation. To word it differently, Anchor point is the row 
which is most populated between the two chosen columns. The level 


has been important for various market participants and hence, can 
be helpful information when it is revisited in future. Viewing on 
figure chart helps in understanding its usefulness. 


Multiple rows that are close to each other can also qualify as 
Anchor points if they have equal number of populated rows. More 
than one row that qualifies as anchor column will result in the 
completion of an Anchor point zone. 


Figure 3.4.1 is a 0.25% x 3 P&F chart of Nifty showing Anchor 
point plotted from horizontal formation that occurred during late 
2014 and early 2015. There are multiple rows with equal number of 
price points, resulting in an Anchor point zone. 


Figure 3.4.1: Nifty daily 0.25% x 3 cl Point & Figure chart 


Draw Anchor point when the horizontal setup is seen, as shown 
in the chart above. Another way is to draw it from important Tops 
and Bottoms. Draw them from Major Tops and Bottoms to seek 
major price reference levels. It is like plotting the traditional 
Fibonacci retracements. My experience has been that the level 


derived from Major Top and Bottom points usually gets respected on 
a revisit. 


Image 3.4.4 shows the Anchor point of area between Bottom at 
Point 1 to Top at Point 2. 
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Image 3.4.4: Anchor point from bottom to top 


It can be drawn from Mini Top or Bottoms as well, but they 
should not be very close to each other. Roughly, there should be a 
difference of at least seven to eight columns between them to ensure 
that they are not part of the same pattern. Understand that Anchor 
point will get plotted only when there is a column consolidation in 
between. Figure 3.4.2 is a 0.25% x 3 P&F chart of HDFC Bank. 
Anchor point is plotted by connecting Points A and B, which are 
significant swing points and not close to each other. 


HDFC Bank 0.25% x 3 cl P&F chart 


000000000 


TTTTITTy 


COo 


l 
= 
o 
~y 
y 
~ 
o 


OQ0O0OCOOODOOCoOoOGaooD 


ogoocacc0nno 


Q » 
$ 
ai 
a 
a] 
tes 
tes 
le, 
-s 
9 
a, 
jai 
a 
re! 
ja 
a 
S? 
t 
a 
ja 
lel 

> 
£2 
R 
8 
is 


xox 
cooodepacea 


xX 


Oboco000d 


7 966,24 
Chart period from Apr 2015 to Dec 2015 F~ 


O2000000000000000000 


> 


Figure 3.4.2: HDFC bank daily 0.25% x 3 cl Point & Figure chart 


Anchor points work as reference level when price revisits it. It is 
a most logical method to identify support or resistance levels. Look 
for tradable pattern when price reaches the Anchor point level. 
Bullish pattern at Anchor point support level or bearish pattern at 
Anchor point resistance level generates effective mean reversion or 
pullback trading setup. Remember, a trade cannot be placed unless 
there is a pattern (see Image 3.4.5). 
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Image 3.4.5: Anchor point plus pattern 


Anchor point is the most logical reference level because it is 
where participants have been most active in the past. Demand- 
supply proposition may get affected when price retests the same 
level on multiple occasions. 


It is also possible that Anchor point is not respected at all. That is 
why patterns are more important. A break of support or resistance is 
equally important information that will be confirmed by patterns. 


Figure 3.4.3 is 0.50% x 3 P&F chart of Heromotoco. 
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Heromotoco diy 0.50% x 3 cl Point & Figure chart 
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Figure 3.4.3: Heromotoco daily 0.50% x 3 cl Point & Figure chart 


The Anchor point in the chart is plotted by connecting two 
important swing points. Two Anchor point zones marked in the 
chart as 1 and 2 were plotted because two different zones qualified 
as Anchor points as they had the same number of populated rows in 
each of them. Price had to contend with supply at Anchor point 1 
and demand at Anchor point 2. There is no bearish pattern at spot A. 
Spot B is bearish 100% Pole, which saw Follow-through at spot C, 
which is also a Bull Trap that resulted in sharp fall to the support 
level placed at Anchor point 2. Spot D is Double Top Buy from 
Anchor point support level, which is also a bullish Double pattern. 
Spot E is Bearish Broadening reversal and a bearish Double pattern. 


Figure 3.4.4 is the 0.25% x 3 P&F chart of HDFC plotted using 
daily closing prices. Anchor points shown in the chart are drawn 
from two swing moves. 
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Figure 3.4.4: HDFC daily 0.25% x 3 cl Point & Figure chart 


Anchor point zone is plotted in the chart by connecting the Top 
at point 1 and Bottom at point 2. Another Anchor point shown in the 
chart was formed by connecting Bottom at point 2 and Top at point 
3. Price witnessed supply shown by bearish Pole when Anchor point 
was revisited by the price at point 3. Pattern A is Double Top Buy 
near Anchor point. Pattern B is Low Pole that turned to bullish 100% 
Pole, which is also a bullish Double pattern. There is no bullish 
formation at pattern C; in fact, it is a bearish Double Bottom Sell 
signal below anchor point. 


Anchor points should always be drawn from major and important 
swing points to know the crucial reference levels and to seek 
confluence. There is strength in the base of the bullish pattern if 
price manages to stay above the Anchor point of that pattern. 


If some other confirmatory pattern occurs near Anchor point, it 
can become a significant indication of reversal. Pattern retest 


formations like Double or Triple patterns forming at Anchor point 
make it a logical trading setup. Figure 3.4.5 is a 0.25% x 3 P&F chart 
of Bank Nifty is an interesting case-study. 
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Figure 3.4.5: Bank Nifty daily 0.25% x 3 cl Point & Figure chart 


A strong trend is usually followed by consolidation. When price 
revisits the most active area of the trend, it is often followed by sharp 
pullback rally. It can also become a classic case of pattern retest at 
Anchor points. Follow-through coming at Anchor points or any 
other confirmation from indicators or other tools, improve the odds 
of success of the trade setup. 


Summary 


A 


Anchor point can be plotted from the horizontal formation 
to know the reference point of the pattern. 


It can be plotted from significant Top and Bottom to see 
where price traded most during the move. 


They are expected to act as significant reference points when 
price revisits. 


Pattern retest at Anchor points is a useful setup and indicates 
significant reversal. 


3.5: SUPPORT-RESISTANCE 


Finding support and resistance on charts is a conventional method of 
analysis and well known among chart practitioners. Support is the 
area where demand is expected to exceed the supply; hence, price 
should stop falling at those levels. Similarly, resistance is the level 
where supply is likely to exceed demand; hence, the up move may 
come to a halt. There are many methods of finding these areas. We 
discussed 45-degree lines and Anchor point as tools to identify 
supports and resistances on Point & Figure charts. Let’s discuss the 
other methods of analyzing supports and resistances. 


Anchor Columns 


Anchor column is another gift from P&F to the world of technical 
analysis. The concept of anchor column is simple, yet most amazing. 
A long column in a P&F chart is called an anchor column. 
Remember, P&F columns represent a trending move. A long column 
represents strong trend backed by momentum. Anchor columns 
typically change the look of the charts and display the levels at which 
the demand-supply equation got skewed in one direction. It is 
difficult to define number of boxes required to call it an anchor 
column because it depends on the box-value. But, any column that 
looks relatively long on the chart will qualify as an anchor column. 


You can immediately notice anchor column when you open a 
P&F chart as it tends to standout in the entire price structure. Trend 


remains strong if price sustains above the low of long column of ‘X’. 
When a bullish anchor column is violated, it is a strong sign of an 
impending weakness. Similarly, it’s bullish development if price 
moves above the high price of a bearish anchor column. Always 
remember, low price of column ‘X’ is Bottom of column of ‘O’ 
preceding it and high price of column of ‘O’ is Top of column of ‘X’ 
preceding it. 


Figure 3.5.1 is a 0.25% x 3 P&F chart of daily prices of Apollo 
Tyre. Horizontal lines from anchor columns are shown in the chart 
for observation. Support line is drawn from previous column of ‘O’ 
for bullish anchor column and Resistance line is drawn from 
previous column of ‘X’ for bearish anchor column. 
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Figure 3.5.1: Apollo Tyre daily 0.25% x 3 cl Point & Figure chart 


Anchor column can also result in a near-term exhaustion in 
prices. Traders can take profit on a column reversal after the anchor 
column and wait for the next signal to reinstate fresh trading 
positions. 


Large columns are catalysts; they change the look of the chart. 
They indicate strength of the trend; they act as important trend 
markers. When price is in an Uptrend, anchor column of ‘X’ 
represents bullish sentiment and momentum behind the Uptrend. It 
provides confidence to ride the trend and trade the continuation 
patterns. Anchor column of ‘O’ in an Uptrend is a warning sign for 
the bulls and indicates weakness in the Uptrend. Follow-though to 
anchor column is an important trading setup. 


Previous Peaks and Troughs 


Previous Tops and Bottoms are important reference points. It is an 
effective method of identifying support or resistance levels and the 
same concept can be used in P&F charts too. 


If price had faced resistance at a particular level, there is a high 
probability that the level will again act as resistance on a revisit later. 
It gets more interesting when market is overbought or when broader 
market trend looks overstretched when such a revisit of old 
resistance or support zone happens. 


Figure 3.5.2 is a 0.25% x 3 P&F chart of Dr. Reddy. 
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Dr Reddy 0.25% x 3 Point & Figure chart 
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Figure 3.5.2: Dr. Reddy daily 0.25% x 3 cl Point & Figure chart 


Price turned lower frequently from the same supply zone and 
there were numerous bearish patterns around them in the chart 
shown above. The nature of patterns and the frequency of their 
occurrences will depend on the box-value chosen. Vertical count at 
pattern 1 can be referred to when pattern 2 was completed at same 
level. Notice that pattern shown in the Figure 3.5.2 is a bearish triple 
pattern formation. 


Polarity Principle 


The polarity principle is very popular in the conventional time-based 
charts. The concept of prior support, when broken, turning into 
resistance or vice versa is the essence of the polarity principle. It is 


also applicable on P&F charts. Though it can be viewed on all box- 
values and time frames, it can be better analyzed using higher box- 
value charts to know the important reference points from the 
broader market perspective. 


Figure 3.5.3 is a 0.50% x 3 P&F chart of Nifty. 
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Figure 3.5.3: Nifty daily 0.50% x 3 cl Point & Figure chart 


Price took support at previous demand area at point A. The 
support seen by frequent column of ‘O’ that turned to Quadruple Sell 
signal became resistance at point B. Being aware of the important 
price levels can help in curbing the excitement. Point C is point of 
resistance and point D is support shown by multiple columns 
witnessing column reversal at the same price zone. A retest to the 
breakout is always an interesting opportunity. A support, when 
broken, would act as a resistance in strong trending markets. 
Whenever a support or resistance is broken and changes polarity, it 
is a strong sign of a trend reversal. 


Such kind of information gathered from higher box-value charts 
becomes important for all types of traders. Even the short-term 
trader can decide strategy looking at the reference level from the 
higher box-value charts. Pattern on lower time frame or lower box- 
value charts can be referred for trading them along with other 
confirmatory tools. A simple column reversal on the higher box- 
value charts might have produced some significant multi-column 
setup on other charts. The Figure 3.5.3 chart of Nifty above shows 
resistance and support patterns at point C and D, respectively; there 
can be a pattern retest on lower box-value charts at those points. 


Fibonacci Retracement and Extensions 


There is much written about Fibonacci series. Though its relevance 
in markets can be debated, but those who believe in it can use it in 
P&F charts too. 


What Is a Fibonacci Series? 


The Fibonacci sequence is named after Italian Mathematician 
Leonardo Pisa, known as Fibonacci. He introduced the sequence to 
the Western world in the 12" century. It is said that this sequence 
has been described earlier as Virahanka numbers in Indian 
mathematics. 


The Fibonacci sequence is a series of numbers, as follows: 
0, 1, 1, 2, 3,5, 8, 13, 21, 34, 55, 89, 144, 233, 377... 


Each number in the sequence is simply the sum of the two 
numbers before it. For example, 2 is arrived at by adding the two 
numbers before it (1 + 1). Similarly, 3 is nothing but the sum of the 
two numbers before it (2 +1) and so on. 


Fibonacci numbers are treated as nature’s number because it is 
said that they are found in the arrangement of leaves in plants or 
florets in a flower, etc. 


There are many natural things where this ratio is not found, and 
even if found, it is not necessary that it would be applicable to 
markets. I am mentioning it only to be aware that it is not a magical 
ratio. However, setups can be designed using it. 


Fibonacci Ratios 


If one number of the series is divided by the number that follows it, 
the ratio will be 61.8%, which is also referred to as the Golden ratio. 
If one number in the series is divided by the number after the next 
one in the sequence, the ratio we get is 38.20%. Similarly, every 
number in the sequence is 23.60% of the number after the next two 
numbers in the sequence. Have a look at the excel sheet shown in 
Image 3.5.1. 


Fibonnaci Ratio with next | Ratio with number | Ratio with number 
sequence number after next aftertwo 


Pp CT 100.00% | 50.00% | 33.33% | 
50.00% | 33.33% | 20.00% 
66.67% 25.00% 


62.50% 
E —— 
Pp o a o | 67e% | 38.18% | 23.60% | 
Oo o a | eaga | 88.20% | 28.61% | 
38.20% 
144 38.20% 23.61% 
61.80% 38.20% 
377 38.20% 
38.20% 
987 38.20% 


EEEL 
H 
gS 


6765 
10946 


j 


Image 3.5.1: Fibonacci calculation in excel 


Generally, 23.60%, 38.20%, 50%, 61.80% and 78.60% are treated 
as key Fibonacci ratios. 


Actually, the 50% level has nothing to do with the Fibonacci 
sequence but traders use this level because of the tendency of price 
to reverse at the midpoint of a move. 


How to Apply Fibonacci on Charts 


Traders who prefer to initiate trades at the support or resistance 
levels, find Fibonacci ratios a useful companion. 


Below are the steps to follow: 


Step 1 


Find a swing or a trend and mark the Tops and Bottoms of that swing 
or move on the chart. If it is an up move, point A will be the called 
the Bottom of the move and point B the Top. For a down move, point 
A will be the top and point B the bottom. 


Step 2 


Calculate the distance between two points and apply Fibonacci ratio 
to the distance to project price retracement. 


For example, if point A is 100 and point B is 200 in an up move, 
the method to calculate 50% retracement is as follows: 


Distance = Point B - Point A = 200 — 100 = 100 points 

50% Retracement = 50% x Distance = 50% x 100 points = 50 
points 

Retracement price = Point B - Retracement amount = 200 — 50 = 


150 


All ratios are calculated in a similar manner. For the bearish 
retracement, price is added to point A. Though the software will 
automatically calculate those retracement levels, it is always better to 
know the calculation behind it. 


Image 3.5.2 is a picture showing retracement to bullish price 
move from point A to B. 


Image 3.5.2: Fib retracement of bullish move 


Image 3.5.3 shows retracement to bearish price move from point 
A to B. 


Image 3.5.3: Fib retracement of bearish move 


Price correction to the strong move is the logical scenario to 
enter the trade. The risk is usually low and there is a sense of 
comfort of not buying at high or selling at low price points. 


The Fibonacci ratio is a mathematical calculation to identify 
retracement points. Strong price trends witness retracement up to 
23. 6% to 38.2%. There may be deeper price corrections up to 61.80- 
78.60% levels too. 


How to Apply Fibonacci on P&F Charts 


We can apply Fibonacci retracement to P&F charts as well — by 
connecting Top and Bottom of the price columns. We don’t know 
whether the price will halt at 23.60% or 38.20% or if it will get into a 
deeper correction. Chances are that the price may choose to ignore 
all retracement levels and get into a sharp counter-trend move. 
Therefore, it makes little sense to take trading decisions based on 
retracement levels alone. It is always advisable to use other 
confirmatory tools to trade those levels. 


Knowledge of Point and Figure formations can be very helpful for 
those interested in taking trades off those retracement levels. It can 
help in eliminating guesswork about which retracement level will be 
respected by the price. Have a look at the daily 0.25% x 3 SBI chart 
in Figure 3.5.4, which shows the Fibonacci price retracement to the 
bullish move from point A to B. 
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Figure 3.5.4: SBI daily 0.25% x 3 cl Point & Figure chart 


Fibonacci retracement is drawn from the low at point A to the 
high at point B to look for bullish trades at the retracement levels. 
Price did not generate any bullish pattern at points C, D, E and F 
which were 23.6%, 38.2% and 50% retracement of the A-B swing. A 
Low Pole pattern occurred at point G, which coincides with the 
61.8% retracement of A-B swing. The Low Pole turned out to be a 
bullish 100% Pole at point H. 


Using P&F patterns along with Fibonacci ratios is a more 
objective way to initiate trades. Instead of speculating on which 
retracement level will be respected by the price, the trader can 
associate it with P&F formations and wait for price to suggest when 
to initiate the trade. It can help in improving the odds of trading 
success. 


Figure 3.5.5 is a daily 0.25% x 3 P&F chart of Reliance Capital. 
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Figure 3.5.5: Reliance Capital daily 0.25% x 3 cl Point & Figure chart 


Price did not generate bullish trades at Fibonacci retracement 
levels at points A, B and C. It triggered Double Top Buy pattern at 
price D after correcting up to 61.80% retracement. It was eventually 
followed by Double Bottom Sell signal. A low Pole pattern was 
completed at point E that was followed by an affordable Double Top 
Buy pattern at the 78.60% retracement at point F. Incidentally, Point 
F is also a bullish Double pattern! 


Figure 3.5.6 is a chart of Tata Motors showing retracement drawn 
from top to bottom to look for bearish trades. 
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Figure 3.5.6: Tata Motors daily 0.25% x 3 cl Point & Figure chart 


Price did not generate any bearish pattern while it was a 
correction to the previous bearish move until point A. Thus, we 
come to know that 38.20% retracement level is being respected by 
the price. Note that it generated bull trap formation while falling 
below 23.60% retracement level at point B. 


Have a look at an interesting chart of Tata Steel (see Figure 
SST). 
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Figure 3.5.7: Tata Steel daily 0.25% x 3 cl Point & Figure chart 


There were no bearish patterns at points A, B, C & D in the above 
chart. The use of P&F patterns in conjunction with Fibonacci 
retracement levels will help eliminate a lot of unproductive trades, 
which is after all one of the key ingredients to achieve higher returns 
in trading. The underlying strength of P&F methodology is 
objectiveness and elimination of noise. These two are key 
ingredients that determine the profitability of a trader. 


Remember, with this methodology, though Fibonacci 
retracements are a major part of the setup, what we trade is a P&F 
pattern and the trade should be exited if the pattern fails. Pattern 
following approach has the advantage of knowing the risk while 
taking the trade. Fibonacci clusters and extensions can also be traded 
along with patterns in the same manner. 


I strongly believe that the usage P&F patterns can complement 
Fibonacci retracement study. Decide a tool or method that you 
would want to trade and stick to it. Remember, the key to trading 
success lies in deciding things that one should not do. 


45-Degree Channel Lines 


Drawing channels is the popular approach in the traditional method 
of technical analysis. We draw parallel lines to the subjective trend 
lines to plot the price channel. This trend channel is used to identify 
the significant reversal or breakout points that can be traded. Trend 
channels can also be drawn in the Point & Figure charts. A trend 
channel using 45-degree trend lines can be used in Point & Figure 
charts. 


We typically draw a bearish 45-degree line from the top of a 
column of ‘X’. A parallel line to this bearish trend line same can be 


drawn from a column of ‘O’ of a Mini Bottom to complete the 
downward channel. Similarly, parallel line to a bullish 45-degree 
trend line can be drawn from the top of the column of ‘X’ that 
qualifies as a Mini Top. This will complete a bullish trend channel. 
Important feature is that the slope of the channel line is also 45- 
degrees. 


Look at 1% x 3 P&F chart of Hind Petro shown in Figure 3.5.8. 


d 


Figure 3.5.8: Hind Petro daily 0.25% x 3 cl Point & Figure chart 


Bearish 45-degree line is drawn from point A. Down-sloping 45- 
degree line is drawn parallel to it from the Mini Bottom at point B. It 
creates a 45-degree channel and price is typically expected to take 
support at the lower channel line. Bullish 45-degree trend line is 
drawn from point C once price breaches the downward channel. An 
up sloping 45-degree line parallel to trend line C, is drawn from 
point D, which creates a trend channel. This parallel line is expected 
to act as a point of resistance going forward. 


Objective channel lines are drawn from Mini Tops and Mini 
Bottoms only. And remember, though price is expected to face 


support or resistance at these channel lines, trades must be initiated 
only if there are supportive P&F patterns. Bullish pattern at lower 
channel line and bearish pattern at upper channel line create trading 
setups with an attractive risk—reward ratio. 


Channel lines are also known as support and resistance lines. A 
parallel line drawn to bearish 45-degree line is support line and a 
parallel line drawn to bullish 45-degree line is known as resistance 
line. It is not important to remember these names. An understanding 
that a parallel line is expected to work as support or resistance is 
more essential than remembering names. 


Channeling is an age-old and time-tested technique and it is 
equally effective in P&F charts. 45-degree lines and channel lines 
should always be applied on log charts, especially when plotted using 
end-of-the-day prices. They are more effective on three-box reversal 
charts. Objective rules of plotting and predefined slope separates 
P&F channeling technique from the conventional methods. 


The support-—resistance analysis should not be overdone and 
should be considered only if it is confirmed by P&F patterns. Most of 
us are guilty of predicting tops at every resistance in an uptrend. 
Similarly, in a downtrend, we are preoccupied with identifying the 
next support level. Shouldn’t it be otherwise? Will it not be more 
logical to buy at support in an uptrend and sell at resistance in a 
downtrend? 


The X and O at the same level patterns, which were discussed 
earlier, are a good proxy for identifying supports and resistances. 
Trend lines, indicators and Anchor point methods of identifying 
support-—resistance levels were also discussed in prior chapters. 
Patterns such as Traps and Poles found at significant support- 


resistance levels provide strong confirmation of demand/supply and 
qualify as excellent trading setups. 


Summary 


A. 
Anchor column is a catalyst and a significant reference point 


in any price chart. 


Previous peaks and troughs, and polarity principle work 
equally well on P&F charts. 


P&F patterns along with Fibonacci retracement increase the 
odds of success in a trade. 


45-degree channel lines are important support-—resistance 
lines. 


Buy at support when trend is up; Sell at resistance when 
trend is down. 


3.6: VOLUME 


It is also possible to plot volume on P&F charts, but the method of 
plotting them is different. Volume is shown as a histogram below the 
P&F charts but they are calculated only when a box is printed in the 
P&F column. So, volume during insignificant price moves will be 
ignored. Usual method of reading volume can be applied on P&F 
charts as well. 


Figure 3.6.1 is a chart of Biocon plotted along with P&F volume 
bars. 
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Figure 3.6.1: Biocon daily 0.25% x 3 cl Point & Figure chart 


The first arrow going down in the above chart shows a long 
column of ‘O’ with a relatively less trading volume. In contrast, the 
volume in the next column of ‘X’ was much higher, though it was 
smaller in length compared to previous column of ‘O’. The time 
period captured in both the columns was almost the same. This was 
a sign that the bulls were more active in column of ‘X’ which had 
higher volume. While the price was consolidating in a large trading 
range, more bullish volume bars were visible even though there were 
a series of sell signals in between. After this consolidation, the stock 
rallied to 400 in a year’s time. 


Climax 


Buying and Selling climax formations indicate impending trend 
reversal, or indication of significant change in demand-supply 
equation. 


P&F selling climax can be defined as follows: 


a 


A 


Trend is down. 


Anchor column of ‘O’ is immediately followed by Anchor 
column of ‘X’. 


Volume of column in ‘X’ is higher than volume in column of 
‘O’. 
Follow-through. 


Figure 3.6.2 is the chart of Yes bank showing selling climax 


formation explained above. 
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Figure 3.6.2: Yes bank daily 0.25% x 3 cl Point & Figure chart 


P&F buying climax can be defined as follows: 


A 


A 


Trend is up. 
Anchor column of ‘X’ is immediately followed by Anchor 
column of ‘O’. 


Volume in column of ‘O’ is higher than volume in column of 


Follow-through. 


Figure 3.6.3 is the chart of Dr. Reddy showing buying climax 
formations. 
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Figure 3.6.3: Dr. Reddy daily 0.25% x 3 cl Point & Figure chart 


The unique method of plotting volume on P&F makes the volume 
analysis more meaningful in P&F charts. It can indicate demand 
volume and supply volume that can complement price analysis 
because trader can effectively filter the patterns based on the volume 
characteristics. It adds another dimension while using trend line, 
count and price patterns in a Point & Figure charts. 


3.7: ABC 
“Know the rules well, so you can break them effectively” 


— Dalai Lama XIV 


Once the basic concepts are mastered, it becomes far easier to tweak 
them to suit personal requirements. Trend lines, counts and P&F 


patterns can be utilized to design various trading setups. Here is an 
example of one such setup defined using a combination of these 
tools. 


ABC setup explained below is an outcome of a lot of practice and 
research on P&F charts. It is an impressive setup which consists of a 
long column, a 45-degree trend line and vertical count. This pattern 
has turned out to be very successful over a long period of time, 
especially in lower box-values such as 0.25% in the daily time frame. 
Remember, it is an exclusive setup, where the rules relating to the 
columns that qualify for calculating counts and drawing 45-degree 
trend lines are not followed. In other words, we can calculate targets 
using vertical counts from the ABC pattern. 


Bullish ABC: You may recall that a long column of ‘X’ or ‘O’ is 
defined as an anchor column. When an anchor column of ‘X’ is 
followed by corrective or consolidating columns, plot a down-sloping 
45-degree bearish trend line and calculate the bullish vertical count 
from the anchor column. The chances of the vertical count target 
being achieved are very high when a subsequent column of ‘X’ 
breaks out above the down-sloping 45-degree trend line. The setup 
remains valid, unless bottom of the anchor column is broken. 


I like keeping the terminology simple. It helps in remembering 
the setup easily. The alphabet A in ABC pattern stands for anchor 
column, B for breakout and C for count. A few examples will make 
the ABC pattern recognition simpler. 


Figure 3.7.1 is a 0.25% x 3 P&F chart of Siemens showing ABC 
formation. 
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Figure 3.7.1: Siemens daily 0.25% x 3 cl Point & Figure chart 


Point A is a long column of ‘X’, also known as an anchor column. 
It is followed by consolidation that did not go below Bottom of the 
anchor column. Point B is where the price breached the bearish 45- 
degree trend line drawn from the high of the anchor column. Point C 
is vertical count plotted from the anchor column, which is the target 
for the setup. 


The setup remains valid, unless the bottom of point A is 
breached. As long as the ABC setup is valid, re-entry may be 
considered upon second breakout if the first breakout fails. ABC is a 
framework and one can use patterns to initiate trades. Always think 
in terms of affordability and entry—exit rules. 


Figure 3.7.2 is another example of bullish ABC setup in the 0.50% 
x 3 P&F chart of IRB. 
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Figure 3.7.2: IRB daily 0.50% x 3 cl Point & Figure chart 


Notice in the chart above that it was a four-column Triangle 
when first ABC was formed and Bear Trap when second ABC 
breakout happened. 


ABC is useful especially in trending scenarios and improves the 
odds of a trade turning into a winner. The ABC setup is a blend of a 
pullback setup, breakout and Follow-through. Breach of 45-degree 
line plotted from anchor column indicates strength of the column 
and breakout after the retracement. The entry, exit and target 
criteria are clearly defined in the ABC setup, which also facilitates 
objective risk-reward calculation. 


Lets now look at the Bearish ABC setup, wherein the rules are 
just the reverse compared to the bullish variant. 


Bearish ABC setup: Anchor column of ‘O’ is followed by 
consolidating columns. Plot an upsloping 45-degree trend line and 


calculate the bearish vertical count from the anchor column. The 
pattern is complete when a subsequent column of ‘ʻO’ breaks the 
upsloping trend line. The target calculated using the vertical count 
has a very high probability of success. The setup remains valid 
unless top of the anchor column of ‘O’ gets broken. 


Figure 3.7.3 is a 0.25% x 3 P&F chart of TCS showing Bearish 
ABC setup. 
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Figure 3.7.3: TCS daily 0.25% x 3 cl Point & Figure chart 


ABC setups don’t occur very frequently because price usually 
does not correct for more than two to three P&F columns after 
anchor column. Both vertical counts can also be used as target 1 and 


2 for such setups. It is advisable to use the conservative vertical 
count to ensure higher win ratio, especially for bearish trades. 


ABC setup is applicable on all time frames. Figure 3.7.4 is a 0.15% 
x 3 P&F chart of Hindalco futures plotted using the closing prices of 
every minute that has a Bearish ABC setup. 
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Figure 3.7.4: Hincaldo futures 1 min interval 0.15% x 3 cl Point & Figure chart 


It is similar to the flag patterns we analyse on usual price—time 
charts; the essence is same but the introduction of the 45-degree line 
to judge the consolidation helps in timing the trade better. Vertical 
counts and patterns are other P&F tools that come in handy while 
executing the trade and calculating targets & exit criteria. 


This is one of my most favorite setups for momentum trading. I 
hope this prompts you to explore more ideas using the array of tools 
& patterns in the P&F world; most of the practitioners till now have 
used it in the traditional way. So, get more creative and you can 


come with fresh methods, setups and approach to suit your personal 
trading style. 


3.8: P&F TWEEZERS 


I have borrowed the word Tweezer from Steve Nisson’s popular and 
wonderful book Japanese Candlestick Charting Techniques. He has 
described the Tweezer Candlestick pattern in his book. Though 
there is no similarity in the two patterns, I recalled that pattern while 
working on Tweezers, hence the name. 


Though they look simple, P&F Tweezers are an outcome of a 
reverse-engineering process. A few charts always catch the eye and 
there is something that we like about them; our subconscious mind 
remembers images and perhaps it is something that it likes about a 
chart because it has seen a few patterns occurring time and again. I 
mark such charts and try to come up with a trading setup using the 
common thread across them. This process has resulted in a few good 
discoveries; Tweezer is one such price pattern. 


Have a look at the pattern shown in Image 3.8.1. It is a simple 
horizontal pattern indicating accumulation or distribution that we 
usually analyse on the time-based charts. It shows us that a base is 
created before price changes direction. 


Image 3.8.1: Accumulation—distribution patterns 


The same formation can also be designed on P&F charts. Have a 
look at Image 3.8.2. 
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Image 3.8.2: Accumulation—distribution patterns on P&F 


There is a price consolidation pattern between two columns. For 
the bullish pattern, column of ‘O’ is entry into the pattern and 
column of ‘X’ is exit from the pattern. Similarly, for bearish pattern, 
entry column should be column of ‘X’ and exit column should be of 
‘O’. 

Horizontal pattern between the columns could be any pattern. I 
scanned and studies several charts and back-tested them to identify 
the rules for trading this pattern. 


The first rule is that entry and exit columns of Tweezer should be 
anchor columns and the second anchor column should be within the 
range of the first anchor column. Second, there should be a 
consolidation of at least two columns between the two anchor 
columns. But these are non-active Tweezers from a trading 
perspective; they get activated upon a Follow-through signal. Bullish 
Tweezer becomes active when price moves above the high price of 
column of ‘X’ that completed the pattern. A bearish Tweezer gets 


active when price goes below the low price of column of ‘O’ that 
completes the pattern. (See Image 3.8.3) 
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Image 3.8.3: P&F Tweezers 


Activation can happen in the next immediate column or few 
columns later. But price shouldn’t fall below the Bottom of the 
bullish pattern or the Top of the bearish pattern before activation. 


To begin with, I recommend this pattern on 1% (medium term) 
box-value. If consolidation between the columns is not more than 
that of six columns, the pattern is strong. 


Have a look at Figure 3.8.1, which shows the chart of Axis bank 
showing the Tweezer formation. 
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Chart from July 2015 to Nov 2016 


TradePoint: vwav.definedge.com 


Figure 3.8.1: Axis bank daily 1% x 3 cl Point & Figure chart 


Notice that the columns marked by arrows on the chart are the 
entry and exit anchor columns. There is a six-column consolidation 
pattern between them and the bullish Tweezer pattern gets activated 
in the subsequent column when price goes above the column of ‘X’ 
that completed the Tweezer. For simplicity and to begin with, one 
can define anchor column on 1% box-value as a column with at least 
ten boxes. 


This way, the pattern becomes objective. There is a logical 
projection method also in the P&F arsenal that can be used in these 
base breakout formations. We can use the “aggressive horizontal 
counts.”in Tweezer patterns to calculate targets. Have a look at the 
same chart of Axis bank along with counts, shown in Figure 3.8.2. 


Chart from July 2015 to Nov 2016 
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Figure 3.8.2: Axis bank daily 1% x 3 cl Point & Figure chart 


The count gets activated along with Tweezer. 


The following is a summary of Tweezer pattern rules on 1% box- 
value: 


1. Two anchor columns (not less than ten boxes) form the 
Tweezer. Second anchor column should be within the range 
of the first anchor column. 


2. Minimum two and maximum six columns of consolidation 
between the two anchor columns. 


3. Horizontal count — aggressive method is used to calculate 
targets from the pattern. 


4. A column breakout in any of the subsequent columns, 
activates the Tweezer and the count. 


5. It fails or gets negated when Bottom of bullish pattern or Top 
of bearish pattern is broken. 


The Tweezer formation captures the shift in the demand-supply 
equation. The second anchor column is a signal that one side has 
claimed control and the Follow-through reaffirms their strength. 


Figure 3.8.3 is a chart of Bharat Forge showing the Tweezer 
formation. 
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Figure 3.8.3: Bharat Forge daily 1% x 3 cl Point & Figure chart 


A nonactivated bearish Tweezer is shown in the above chart. 
Remember, only active Tweezers are valid and should be traded. 
Never pre-empt the pattern because you will find many Tweezers 
and apparently good-looking formations that do not get active or 
become active later. So, it is always advisable to wait for the 
confirmation of the pattern completion before initiating trades 
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Figure 3.8.4: L&TFH daily 1% x 3 cl Point & Figure chart 


A bullish ABC pattern and 45-degree upsloping trend lines from 
Mini Bottoms are also shown in the above chart Figure 3.8.4. A 
bullish Tweezer pattern is also highlighted. Notice that Follow- 
through that activates bullish Tweezer pattern is also a Super pattern 
in this instance. 


One can also trade basic signal after the Tweezer pattern and 
ignore the targets. From the trading perspective, below are the 
possible ways to handle Tweezer patterns: 


1. Trade it as per the rules discussed above. Calculate the initial 
risk measuring the failure level from entry and the reward 
shown by the horizontal count. If risk-reward ratio is 
favorable, then initiate the trade. 


2. Trade basic signals or any other pattern after the completion 
of the Tweezer pattern. Keep Tweezer as a part of 
confirmation and take trades using P&F patterns. With this 


approach, you look at the overall chart structure and take 
trades. 


3. Identify candidates where Tweezer pattern is activated and 
trade them on your preferred box-value, time frame or 
method. For example, you can find a candidate with Tweezer 
on 1% box-value and Super pattern on 0.25% box-value. You 
can trade that Super pattern on lower box-value and the 
trade will have a higher probability of turning profitable. 


Figure 3.8.5 is a chart of Andhra bank showing different active 
Tweezers. 
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Figure 3.8.5: Andhra bank daily 1% x 3 cl Point & Figure chart 


It can be observed from the above chart that not all the Tweezer 
patterns turned out to be profitable, but the overall win ratio is high. 


There can be more rules that can be associated with this pattern, 
but I don’t want to make it sound complicated. People will have their 
own variations of dealing with them, which is good. 


Tweezers are applicable on all box-values and time frames, but 
the rules need to be tweaked a bit in lower box-size charts. In the 


0.25% box-value chart, the consolidation columns can be up to 10 
and the anchor column length should be above 20 boxes. The other 
rules are unchanged. 


Figure 3.8.6 is a chart of Asian Paints, showing the Tweezer 
pattern on a 0.25% box-value chart. 
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Figure 3.8.6: Asian Paints daily 0.25% x 3 cl Point & Figure chart 


There can be Tweezers within the Tweezer; all of them are valid 
as long as they comply with the rules. 


3.9: ANCHOR TOPS AND ANCHOR BOTTOMS 


This is a method that helps us in identifying if significant Top or 
Bottom has been formed. Have a look at 1% box-value chart of 
Bharat Forge, shown in Figure 3.9.1. 
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Figure 3.9.1: Bharat Forge daily 1% x 3 cl Point & Figure chart 


There is a corrective move when the overall trend is up. Stock 
price corrected for about 18 months and price bounced in between, 
but there was no Follow-through to it and the bounce did not 
sustain. Long columns of ‘X’ that appeared during the Downtrend 
were immediately followed by bearish patterns and resulted in price 
falling to new lows. 


Point A is a 20-box anchor column formed during August 2016, 
which marked the highest number of boxes in any column of ‘X’ in 
the entire Downtrend. This is a strong signal that something 
significant has happened and that bulls have taken control. Price 
witnessed consolidation post the anchor column and formed a 
higher low and a subsequent Follow-through Buy signal. This is when 
the anchor Bottom gets marked and strength of that column gains 
more significance. The formation indicates that correction is 
probably over and price can reach higher levels. 


We can calculate the target using the vertical count from the 
anchor column to judge the upside potential. Figure 3.9.2 is a chart 
of ICICI bank highlighting the same setup. 
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Figure 3.9.2: ICICI bank daily 1% x 3 cl Point & Figure chart 


Anchor column Follow-through after Downtrend is the 
underlying concept behind the pattern. The consolidation and rising 
bottom pattern are confirmatory signs. 


Anchor Top—Bottom pattern fails if Top of bullish anchor column 
or Bottom of bearish column gets broken. Price may not move 
immediately, or may even fail, but this formation is logical and the 
risk—reward is typically very attractive. This pattern provides 
significant information about the change of in the demand-supply 
equation which can be traded on different time frames as per the 
style and preference. For example, one can trade bullish formations 
on lower box-value chart when this setup is spotted on a higher box- 
value chart. See the chart of Ashok Leyland shown in Figure 3.9.3. 
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Figure 3.9.3: Ashok Leyland daily 1% x 3 cl Point & Figure chart 


Anchor bottom is found on 1% box-value chart around 93. 
Bullish patterns can be traded on lower box-value charts of the same 
instrument. Figure 3.9.4 is a 0.25% box-value chart of Ashok Leyland 
showing 45-degree lines, breakout and counts. 
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Figure 3.9.4: Ashok Leyland daily 0.25% x 3 cl Point & Figure chart 


There are many bullish formations seen on the above chart that 
offered trades with an affordable risk—reward for short-term traders. 
It is a sensible approach for short-term trader to hunt for bullish 
trades when there are indications that medium-term Bottom is in 
place. 


The reverse is applicable for Anchor Tops. Anchor column in 
Uptrend, followed by Lower Top and Follow-through breakout, 
indicates that significant Top is in place. Have a look at the 1% x 3 
Sun Pharma chart shown in Figure 3.9.5. 
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Figure 3.9.5: Sun Pharma daily 1% x 3 cl Point & Figure chart 


All arrows marked A on the chart are anchor column against the 
trend that did not see Follow-through. The arrow marked as B is an 
anchor column that had a Follow-through and a lower high was also 
completed thereafter. This effectively makes the recent top, an 
anchor Top. 


For Anchor top, lower box-value such as 0.25% is also 


Have a look at the HDIL chart in Figure 3.9.6. 


useful. 
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Figure 3.9.6: HDIL daily 0.25% x 3 cl Point & Figure chart 


Arrows marked A in the chart above are bearish anchor column 
that did not see any Follow-through. Arrow B witnessed Follow- 
through and a consolidation thereafter, followed by a lower Top. 


The pause in terms of consolidation and lower Top or Bottom 
that occurs after the rebellious anchor column is at the heart of this 
strategy. Continuation signals post that, offer highly profitable 


trades. 


Chapter 4 


INDICATORS 


I was of the opinion initially that indicators are not required on Point 
& Figure charts. Price is a leading indicator and there is already a 
noise removal mechanism that is in-built in P&F charts. My thought 
was that more lines or indicators on P&F charts will only complicate 
the issue. But, I soon realized that indicators can be effectively 
utilized to design objective systems in P&F charts. They are also 
helpful to identify trend and instruments that should not be traded 
and the patterns that should be ignored. As we discussed during the 
chapter on analysis, every basic P&F pattern cannot be traded but 
their objectivity and noiselessness is still a big advantage. Indicators 
can complement them and help in filtering the setups that can 
increase the odds of success in trading. 


There are so many indicators we plot on the usual bar and 
candlestick charts and all of them can be plotted in Point & Figure 
charts as well. Their formula remains the same but the logic changes, 
because a P&F column is not a bar or candle that represent a 
particular time period. There is a difference between 10 candles and 
10 columns. 10 candles on a daily chart will consist of the prices of 
10 days, but 10 columns of P&F represent 10 trends consisting of the 
prices of a minimum 10 days. 


This makes indicators on P&F charts quite interesting. P&F setups 
can be designed with a combination of indicators or they can also be 
filtered by using indicators. Few indicators are explained in this 
section to help you understand the idea and logic of their application 
on P&F charts. Any type indicator can be plotted in the same 
manner and usual methods of reading them are applicable in P&F 
charts. I have avoided discussion about the formula and basic 
explanations because they are very popular indicators and tons of 
literature is available online about them. 


Let us begin with most basic indicator we know. 


4.1; MOVING AVERAGES 


Gilbert Foster is said to have invented method of applying Moving 
averages on Point & Figure charts during 1960s. Moving average is 
the most basic indicator that we use in all types of charts. It can be 
applied on Point & Figure charts too. A 10-day Moving average on 
bar or candlestick chart calculates average price of the last 10 prices, 
usually the closing price. It can be calculated on open, high or low 
prices also but with one given price point. Same way Moving average 
of last 10 Point & Figure columns can also be plotted by using one 
price from every column. 


There are two methods to pick single price from the column: 


1. Mid-price method 


This is a traditional method and widely used. Average price or mid- 
price of every column is a proxy price considered for calculating the 
moving average. Below is the formula: 


Mid-price of every column: (High price of the column + Low 
price of the column)/2 


Moving Average plotted 
by connecting mid prices 


Image 4.1.1: Moving average calculation 


Image above shows 1 column simple moving average plotted by 
connecting the mid-price of every column. Mid-price of the first 
column is 130 as per formula shown above. Mid-price of second 
column is also 130. Flat line is drawn showing the moving average on 
these columns. Mid-price of the third column is 150 and fourth 
column is 160. All these prices are connected to draw the one 
column moving average line. It is worth noting that fourth column is 
of ‘O’ that shows a downward price move but moving average went 
up because the mid-price of the column was higher than its previous 
column. 


Moving average for any parameter can be calculated in the same 
manner. First plotting price of a 10 column moving average will be 
calculated based on the average price of last 10 columns’ mid-price. 
New column will come with new mid-price. Moving average will be 


calculated in the usual manner only by taking new price in account 
and dropping the first price of the series. 


Note that with mid-price moving average method, for price to go 
above 1 period moving average requires mid-price of that column to 
be above mid-price of its previous column. Hence, with this method, 
mid-price of a column should be above moving average to call it a 
breakout. High of the column of ‘X’ above moving average is not a 
breakout but the mid-price of that column should be above the 
moving average to qualify as a valid breakout. Same way, mid-price 
of the column of ‘O’ should be below moving average line to call it a 
valid negative breakout below the moving average line. 


Below is the Nifty bank 0.50% x 3 P&F chart showing the 5 
column moving average plotted with mid-price method. 


Nifty Bank 0.50% x 3 cl Point & Figure chart 
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Figure 4.1.1: Nifty bank daily 0.50% x 3 cl Point & Figure chart 


2. Closing price method 


Another method is to consider closing price of the column as a 
proxy price of that column. Don’t let the name confuse you, the 
closing price of column of ‘X’ is high price of that column and need 
not be the actual closing price on any given day. Similarly, closing 
price of column of ‘O’ is low price of that column. This is relatively 
simple method to understand. 


Moving average plotted 
by connecting the closing 
prices of a column 


Image 4.1.2: Moving average calculation 


Image above shows the moving average plotted by connecting the 
closing prices of every column, that is high price of column of ‘X’ 
and low price of column of ‘O’. Rest of the things remain same, 
moving average of any parameter can be calculated in the same 
manner using this method. 


With closing price method, it is not necessary that the mid-price 
of that column should be above moving average to qualify as a valid 


breakout. A column of ‘X’ going above the average line is a valid 
breakout and column of ‘O’ going below the moving average is valid 
downside breakout. 


Below is the Nifty bank 0.50% x 3 P&F chart showing the 5 
column moving average plotted with closing price method. 
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Figure 4.1.2: Nifty bank daily 0.50% x 3 cl Point & Figure chart 


Both these moving averages can be plotted using Simple Moving 
Average (SMA), Exponential Moving Average (EMA), Weighted 
Moving Average (WMA), Adaptive Moving Average (AMA) or any 
other method of calculating the moving average. 


Calculation of moving average remains same on P&F charts but 
they are different in nature. A column represents a trend and don’t 
occur at fixed time interval. A column may consist of many days or 
months or quarters and will produce just one price for calculation of 
moving average. So a 10 column average on P&F chart is average 
price of last 10 swings. 


P&F chart connected with 1 SMA using closing price method was 
shown in the chapter x. The obvious question by now is which 
method should be used. Both are good if the plotting is understood. 
Look at the figure below showing below 10 column Moving average 
plotted using both the methods. Blue line is the moving average 
plotted with average price method and Red line is one plotted with 
closing price method. 
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Figure 4.1.3: Nifty bank daily 0.25% x 3 cl Point & Figure chart 


There is not much of a difference between them when the 
parameter used is not small. However, a moving average with closing 
price method would be preferred because it doesn’t require the mid- 
price of column to be above the moving average to indicate a valid 
breakout. This makes it simple to comprehend and use the 
crossovers effectively. 


All methods of reading moving averages are applicable to Point & 
Figure charts too. A 45-degree trend line is a far superior method for 
trend identification and no other indicator is required if one 


understands the 45-degree trend line. But moving average can act as 
an effective substitute for 45-degree lines for the purposes of trend 
identification. Moving average can also be useful while designing the 
systems and back-testing the occurrences. In this way, all usages of a 
45-degree trend lines that we discussed in prior chapters are 
applicable to moving averages. Hence, trend can be trailed using 
moving average line, patterns can be filtered using moving averages 
and pull-backs to average line can be traded with relevant patterns. 


With moving average, Uptrend can be defined as price trading 
above the moving average and Downtrend as price positioned below 
moving average. So if we replace 45-degree lines with moving 


average, basic system with trend filtration rules are as follows: 
A 


Trade long when Double Top Buy pattern is triggered above 
the moving average line. 


Exit long trades when Double Bottom Sell signal is formed. 


Trade short when Double Bottom Sell signal is triggered 
below the moving average line. 


Cover short trades when a Double Top Buy signal is formed. 


Moving average and price crossover is a traditional technique 
which is simple and successful that has stood the test of time. The 
major problem with this technique on time-based charts is the 
whipsaws during the sideways move. That problem is effectively 
dealt with, in P&F charts. The P&F charts by default filters out most 
of the noise, resulting in fewer columns during the sideways period. 
The moving average will therefore remain flat during such phase. 
Trades are placed based on patterns instead of crossover that will 
generate far lesser trades and hence fewer whipsaws. The whipsaws 
will be far lesser and the trending phase will not be missed out due 
the breakout technique inherent in the P&F methodology. 


Figure shown below is 1% x 3 P&F chart of Aban plotted with 
daily closing prices. Plotted on it is a 20-column average with closing 
price method. Fresh Buy signals above average line and Fresh Sell 
signals below average line are shown in the chart. 


Aban 1% x 3 cl Point & Figure chart i 


; 


> 
$ 
3 


TVET TT rrr arr 


li i 
| ITIR L 


20 SMA closing price methods {= 
Chart from Juby 1033 to Fan 2036 


Figure 4.1.4: Aban daily 1% x 3 cl Point & Figure chart 


The moving average is in sync with the price swings during this 
phase. Below is the 15 years chart from June 2001 to Jan 2016 of 
Aban with same parameters to visualize the effectiveness of the 
moving average. 
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Figure 4.1.5: Aban daily 1% x 3 cl Point & Figure chart 


You will notice in the chart above that simple crossover of 
averages along with pattern confirmation could be an effective 
trading technique. 


Various systems can be designed using moving average and P&F 
patterns. One can also explore the use of exponential or weighted 
averages in P&F charts. Normally a 10- or a 20-column average suits 
all timeframes and box-values. It can also be easily back-tested and 
optimized for every instrument before using it. Exit can be applied 
based on penetration of average line as well. 


Moving average in trending markets act as an excellent tool to 
identify pullback trade setups. Bullish Poles and Bear traps and its 
variations that touch the moving average line indicate rejection of 
price at the moving average line and prove the strength of the 
average line. It indicates that correction is complete and that the 
price is set to resume the earlier trend. Image below shows the 
bullish and bearish pullback setup with the help of moving average 
line. 


Bullish Pull back setup Bearish Pull back setup 


Image 4.1.3: Moving average pullback 


Below is 0.50% x 3 P&F chart of SKS micro-plotted using daily 
closing prices. 
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Figure 4.1.6: SKS micro daily 0.50% x 3 cl Point & Figure chart 


All arrows in chart indicate bullish patterns that occurred near 
the moving average line. Pattern A is negation of the High Pole 
pattern. Pattern B is an affordable Double Top Buy taking support at 
the moving average line. Pattern C is bullish Broadening formation. 
Pattern D is 100% Pole and also a Bear Trap. Pattern E is Bullish 
Double Broadening formation. Pattern F is 100% Pole near the 
average line. 


People tend to focus on the support level in a Downtrend and 
resistance in an Uptrend but it should be the other way around. The 
best advantage of identifying support level in Uptrend is that it 
provides an opportunity to go along and participate in the trend with 
a better risk—reward proposition. Appearance of bullish pattern 
makes it a powerful trading set up. Same way knowing resistance in a 
Downtrend confirmed by bearish setup is the opportunity to trade 
short. Pattern confirmation is the key, because it offers a with clear 
entry and exit norms. 


Hindalco 1% x 3 cl Point & Figure Chart 


Figure 4.1.7: Hindalco daily 1% x 3 cl Point & Figure chart 


All patterns shown in the chart above are bearish patterns 
touching the average line. Pattern A is Bearish 100% pole. Pattern B 
is Bull Trap, which is also a Follow-through to pole at point A. 
Pattern C is Bullish pattern reversed and bearish Double pattern. 
Pattern D is Double Bottom Sell which is a Follow-through to Bull 
Trap. Pattern E is High Pole. Pattern F is Bearish 100% Pole. 


When and which pattern must be traded can be effectively 
determined using trend identification filter like moving average. For 
setup based trading, pullback and flirting patterns are the best 
opportunities to trade with the moving average indicator. 
Remember, pullback setup is effective in established trends hence 
ensure that the slope of the moving average line is rising for trading 
bullish setups and falling while using bearish setups. Trading 
performance will be improved considerably if trades are filtered by 
the slope of the moving average line. 


Many studies are conducted for choosing the parameter for 
moving average on usual charts. Different parameters suit to 


different instruments. Thankfully there are limited choices with P&F. 
Broadly 5, 10, 15, 20 or 30 column averages can be used. Back- 
testing and optimization techniques can help in identifying the right 
parameter for an instrument. One can also use Fib numbers as 
moving average length. Start with 10 or 20. One of them will 
typically suffice. I am a fan of simple and round numbers but odd or 
middle numbers can be used as an alternative. It also depends on the 
behavior of the instrument, some works well with 20 and some with 
15. Most importantly, parameter should be used based on the setup 
you want to trade. If you are trading a system for price average 
crossover then begin with applying 20 because it may suit more. If 
you are looking for pullback setup then 10 would be better number 
to begin with. 


Double and triple moving average crossover reading can be 
applied on Point & Figure charts for trend filtration. But besides that, 
there is one more interesting observation when triple moving 
average is applied on a P&F chart. Below is a 0.25% x 3 P&F chart of 
Star shown along with 10,15,20 column simple moving average. 


Figure 4.1.8: Star daily 0.25% x 3 cl Point & Figure chart 


Circled area is an area of convergence. Three averages coming 
close to each other is a convergence that shows the consolidation 
phase. On P&F chart, convergence indicates a period of 
consolidation post which a breakout and a trending move is 
expected. The basic signal after convergence will indicate the 
direction of the breakout 


Triple moving average configuration of short-term moving 
average positioned above the medium and the medium above the 
long term, works well on P&F charts too. I recommend 10, 15 and 20 
moving averages for the same, only on a lower box-value charts such 
as 0.25% (Refer slot 1 charts from the chapter on box-value). Trade 
patterns during such cases and ignore when averages are in 
converging mode. It helps in trading clear charts and avoiding stocks 
which are in consolidation/confusing zone. 


Adaptive moving average (AMA) is a type of moving average 
developed by Perry Kaufman that takes care of the market noise. It 
uses the smoothing constant (SC) and Efficiency Ratio (ER) to 
calculate the moving average, which results in the average line that 
goes flat when the trend is not strong. Rising and Falling lines 
indicate a trending phase. Setups can be developed based on the 
slope of the line. Parameter should be lower when plotted using the 
closing method but they nicely complement the P&F setups basically 
because of its nature of going flat during uncertain times. Below is 
0.50% x 3 P&F chart of Nifty bank along with 20-column AMA 
applied on them. Arrow marks show the pullback setups. 


Figure 4.1.9: Nifty bank daily 0.50% x 3 cl Point & Figure chart 


Idea of averages on P&F charts was a great invention indeed that 
has opened opportunities to explore these charts in many ways. 
Apply them and have a feel. You may find many other ways to utilize 
them. It can also be used along with Bollinger bands which is our 
next discussion. 


Summary 


A 
Concept of moving average on P&F is fascinating. 


“Trend is bullish when price is above average line and bearish 


when it is below average line. 
Patterns can be filtered with the moving average line. 
Trade pullback setups to moving averages. 


Trend can be ridden using 10 or 20 column moving average 
line. 


Different systems can be designed with P&F patterns and 
single moving average, or double-triple moving average 
crossovers. 


Triple moving average convergence and P&F pattern 
breakout indicate significant price consolidation breakout. 


4.2: BOLLINGER BANDS® 


Bollinger Bands® is a wonderful invention of John Bollinger in the 
field of Technical analysis. It is the best channel indicator available 
out there. 


Advanced Indicators such as Bollinger Bands on Point & Figure 
charts were first used by Jeremy du Plessis in his book The Definitive 
Guide to Point and Figure’. 


Bollinger bands are standard deviation bands calculated from a 
moving average. Normally two standard deviation bands above and 
below moving average are plotted on the chart. Since we can plot 
moving average on P&F charts, it is also possible to plot Bollinger 
bands alongside. If we plot 10-column average with 2 standard 
deviation Bollinger bands on P&F charts, then three channel lines or 
bands will appear on the chart. Middle band is moving average line, 
Upper and lower band are 2-standard deviation lines above and 
below middle band, respectively. The bands adjust with the volatility 
and contain majority of price action within them. There are many 
ways of using the bands. The book Bollinger on Bollinger Bands, 
authored by John Bollinger, is a must-read to understand Bollinger 
bands in detail. 


The major difference of using them on P&F is that here the 
standard deviation is calculated from average of columns, not price 
bars. We discussed that moving averages on P&F can be plotted 
using two methods, mid-price and closing price. Bollinger bands can 
be also plotted on both the methods of plotting average line; the 
difference needs to be understood. 


Below are 10-column with 2 standard deviation Bollinger bands 
plotted on a P&F chart using mid-price method. Because they are 
plotted using mid-price method, the upper band gets breached only 
when mid-value of the column rises above the band. A simple 
crossover of ‘X’ above band is not a breach of the band. Similarly, 
lower band gets broken only when mid-value of the column falls 
below the lower band. All breaches of upper and lower bands shown 
by arrows are invalid except the one shown by red arrow at the end, 
simply because the mid-value of the column did not cross above or 
below the band to call it a valid breach. Mid-value of the column is 
below lower band in case of last breach on the chart that makes it a 
valid breakout. 
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Image 4.2.1: Mid-price method Bollinger bands on P&F 


Below is same chart plotted with 1 column simple moving 
average line using mid-price method shown with red color that 
display the mid-value of every column. It can be seen that the 


average remained well within bands during entire period except 
during the last breach when it fell below the lower band. 
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Image 4.2.2: Mid-price method Bollinger bands on P&F 


Chart below shows the Bollinger bands plotted with closing price 
method on the same chart. It is not required for mid-value of the 
column to be above or below bands to call it a valid breach with this 
method. 
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Image 4.2.3: Closing price method Bollinger bands on P&F 


Breach is very simple to view with closing price method but 
bands are very wide and difference between both is visible. Though 
Bands plotted with this method easily display price excursions, the 
ones plotted with the mid-price methods are more effective and 
useful. 


All methods of reading Bollinger bands are also applicable on 
P&F charts. 10 column bands with 2 standard deviations are 
preferred parameters on Point & Figure charts. Bollinger bands and 
P&F Patterns complement each other. The main utilization of these 
bands on P&F charts is that it can help in identifying instances of 
when to avoid breakout patterns. 


Below is a figure showing Bollinger bands plotted on P&F chart 
but X and O are removed from it. 


Image 4.2.4: Bollinger bands on P&F swings 


Apart from all popular methods of reading of Bollinger bands, I 
found behavior of bands quite intriguing and useful when applied on 
P&F charts. 


Broadly there are four types of band behavior that can be 
distinguished. Flat bands, Narrow bands, Trending bands and 
expanding bands as shown in image below. 
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Image 4.2.5: Bollinger band shapes 


Below is the explanation in brief and how P&F patterns can be 
filtered based on it 


Flat Bands 


When both the bands are moving flat, it indicates consolidation and 
hence breakout patterns should not be traded unless the band 
moves. 


Narrow Bands 


Narrow bands represent price squeeze. It would typically be 
followed by a trending move but signals should not be pre-empted. 
Breakout patterns should be avoided until band moves or widens as 
you never know how long will it take for the breakout. Take trades 


based on Follow-through signals as the first breakout after the tight 
consolidation often proves to be false. 


Trending Bands 


When both the bands are rising or falling then they are known as 
trending bands. Positive breakouts should be traded in up trending 
bands and negative breakout in Downtrending bands, also known as 
walking the bands. It is a nice pullback system when bands are rising 
and price comes to lower band and triggers some bullish formation. 
Same way, a bearish formation at upper band is effective when bands 
are trending down. 


Expanding Bands 


Bands are called expanding when upper band is rising and lower 
band is falling. They are often followed by trending bands and should 
be referred for continuation signals. Bearish reversal formation at 
upper band and bullish reversal formation at lower band when they 
are expanding, is an interesting reversal setup especially if there is a 
follow-through. 


The behavior explained above for pattern filtration is very 
effective for short-term trading. It is said that 70% of days are non- 
trending and remain Sideways. Flat and narrow bands during such 
sessions can filter out many breakout trades and helps avoid getting 
whipsawed during non-trending phases. Bearish pattern near upper 
band and bullish pattern at lower band when bands are not trending 
can be a useful trade setup. A trending band will typically have a 
series of continuation pattern that can just be ridden using P&F 
signals. 


Below is 1% x 3 chart of Ajanta Pharma plotted with daily closing 
prices with 10,2 Bollinger bands with mid-price method applied on 
them. 
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Figure 4.2.1: Ajanta Pharma daily 1% x 3 cl Point & Figure chart 


Price touched lower band during August 2013 that did not 
happen again until November 2015. Walking the bands would have 
been effective strategy during this period. No bearish pattern 
occurred during the period that witnessed a Follow-through. 


There is a benefit of plotting the bands using the mid-price 
method. The patterns that occur near band extremes, even though 
their mid-values might not have broken the band, show the failed 
attempt of breakout by the price. Such reversal formations are more 
interesting when bands are not trending. Such formations cannot be 
seen with bands plotted using closing price method because bands 
are placed wide and price don’t interact with them frequently. 


When bands are trending on higher time frames or box-values, 
pullback setups on lower box-value charts are effective. Band 
squeeze is typically followed by a trend or expansion and price 
patterns can offer a clue about the breakout direction. Bands work as 


support or resistance when they are flat. Bear Trap or pole especially 
when there is also a pattern retest formation at band extremes are 
effective setups. Follow-through setups are more effective when 
bands are not flat. Patterns at band extremes can be traded based on 
the shape of the bands. 


Figure below is 0.25% x 3 P&F chart of Amararajabat plotted 
using daily closing prices. 
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Figure 4.2.2: Amararajabat daily 0.25% x 3 cl Point & Figure chart 


Arrow shows pattern retest formation with series of Low Poles 
that occurred around same levels. Third occurrence of pole at lower 
band was followed by expanding bands and the pattern turned out to 
be a bullish 100% Pole. 


Notice patterns after the breakout in the chart, price correction 
to the Uptrend formed pullback setup with low pole at the moving 
average. 


Figure shown below is 0.25% x 3 P&F chart of SBI plotted with 
closing prices. 
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Figure 4.2.3: SBI daily 0.25% x 3 cl Point & Figure chart 


Pattern A is Triple Bottom Sell signal that occurred while the 
bands were expanding. Pattern B and C are bearish patterns at upper 
band during converging or non-trending bands. Pattern C is Bearish 
Double Pattern followed by Triangle formation and expanding 
bands. 


When broader markets are trading in a Sideways mode or when 
bands are not trending, the band extremes can be utilized to book 
profits or exiting the trades. This goes well for short-term traders 
and time interval charts. Figure shown below is 10 x 3 P&F chart of 
Bank Nifty plotted using the closing price of every minute. 
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Figure 4.2.4: Bank Nifty-I futures one min interval 10 x 3 cl Point & Figure chart 


During the time of above formation, pattern was bearish on daily 
time frame and bands on them were trending down. As can be seen 
on the chart, Bands are trending down with series of P&F bearish 
continuation signals on Ath Jan 2016. Later, bearish formations at flat 
upper bands indicated resistance and proved important information 
when context in the higher time frame is known. 


Different setups can be designed with price and channel 
indicators. Consecutive buy signal above upper band is a bullish 
pattern and consecutive sell signal below lower band is bearish. 
There is another method to trade the channels, when column of ‘X’ 
goes above upper band, should be broken by another column of ‘X’ 
going above upper band within 5 columns to call it a bullish setup. 
Similarly, the low price of a column of ‘O’ going below lower band 
should be broken within next 5 columns with breach of lower band 
to call it a bearish setup. 


Band Squeeze 


Difference between bands can be plotted as indicator to find out 
when the bands are contracting. We can anticipate breakout during 
such cases but we don’t know about the direction and how long will 
it take to materialize. With P&F, job becomes much easier especially 
with the knowledge of follow-through. 


Below is a chart of DLF plotted with indicator showing difference 
between two bands to show the area where bands are narrow. 
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Figure 4.2.5: DLF daily 0.25% x 3 cl Point & Figure chart 


Observe how both complement each other. Point A shows 
indicator coming out from narrow zone, next follow-through Double 
Bottom Sell signal provide affordable bet. P&F patterns during the 
time it was in narrow zone could have been avoided. Point B is where 
indicator came out from exhaustion zone and Follow-through bullish 
signal gave affordable trading opportunity. Point C is another move 
indicated by bands where bullish P&F signal could have been traded. 


Relative High-Relative Low 


Even Relative High and Relative Low can be easily defined using P&F 
formations. A column of X goes above upper band and subsequent 
column of ‘X’ remaining below upper band is a Relative High. Same 
way a column of ‘O’ goes below lower band and a subsequent column 
of ‘O’ remaining above lower band is known as Relative Low. Relative 
High displays weakness of high because it fell short of touching the 
upper band. Similarly, Relative Low indicates weakness of the low. 
Basic signal coming after them is a tradable setup; it becomes more 
interesting when it is also a reversal formation like pole. Relative 
Low are more reliable than Relative high. 
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Figure 4.2.6: SBI daily 1% x 3 cl Point & Figure chart 


I have consistently experienced the usefulness of Bollinger bands on 
P&F on time interval charts. 


Summary 


A. 


4.3: 


All methods of reading Bollinger bands are also applicable on 
P&F charts. 


Trading strategy can be designed based on shape of the 
bands. 


Pattern retest at band extremes is a significant setup. 


Patterns like traps, poles or weak breakouts at band extremes 
are useful setups. 


Bullish pattern at lower band when higher time-frame trend 
is bullish and bearish pattern at higher band when higher 
time-frame trend is bearish are productive setups. 


Walking the bands with P&F basic patterns, avoiding 
patterns when bands are flat, squeeze, and trading reversals 
at band extremes when price is in horizontal trend are 
important benefits of Bollinger bands on P&F charts. 


Narrow bands breakout and P&F Follow-through signals 
make a nice trading setup. 


RSI 


Developed by J. Welles Wilder, Relative Strength Index (RSI) is 
perhaps most popular and widely used indicator. It is also possible to 
plot it on P&F charts. Formula remains the same but the underlying 
logic differs. 


Below is the formula of Relative Strength Index: 


RSI = 100 — 100/(1 + RS) 


Where RS = Average gain/Average loss 


A 14-day RSI is widely used setting to plot RSI that takes closing 
prices of the last 14 sessions into account. It is a momentum 
oscillator that moves between 0 and 100. If an instrument has had 
more positive changes then RSI would be higher and if it had more 
negative changes then RSI would be lower, level of equilibrium is 50. 
RSI on P&F charts would get plotted based on 14 columns, instead of 
14 days. So RSI on P&F measures the magnitude of rising columns 
versus losing columns. Higher RSI suggests strength and lower RSI 
shows weakness. 


All types of analysis such as overbought—oversold zones, mid- 
value crossovers, Divergences, trend lines and range rules are 
applicable on P&F charts also, but trades on P&F charts are placed 
based on the P&F pattern. This way, trades get filtered & become 
more productive. Sticking to the same parameter of 14 is fine. It 
doesn’t make much difference when we use some other number 
around that. A 7-period RSI, which is half of the standard parameter 
of 14, is effective on P&F charts, especially for short-term analysis. 
The behavior remains the same, irrespective of whether we plot it 
using closing price method or mid-price method, though the latter 
will display smooth curves. 


Below is 0.25% x 3 P&F chart of M&M plotted using daily closing 
prices. 
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Figure 4.3.1: M&M daily 0.25% x 3 cl Point & Figure chart 


RSI remained in overbought territory for a considerable time but 
pattern turned bearish much later, which indicated sell signal. 


Divergence on RSI is the most useful technique on P&F charts. 
Negative divergence occurs when price makes new high but the 
indicator does not. Positive divergence occurs when price makes a 
new low but indicator does not. P&F technique help determine the 
trend and effectively ride it. I often felt the need of something that 
can indicate weakness of ‘X’ or strength of ‘O’. Divergences can help 
to some extent in doing that. Bullish breakout when there is negative 
divergence or bearish breakout when positive divergence indicates 
weakness of breakout. The beauty of using it along with P&F charts 
is that both perfectly complement each other. Wait for negative 
divergence to be followed by bearish pattern to trade it. Similarly, 
positive divergence followed by or along with bullish pattern is an 
effective trading setup. 


Below is 0.25% x 3 P&F chart of LT showing bullish and bearish 
divergences. 
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Figure 4.3.2: LT daily 0.25% x 3 cl Point & Figure chart 


Pattern retest with indicator divergence is an excellent setup. 
Note that divergence is confirmed only when column gets locked. A 
column gets locked when column reversal occurs. 


Below is 0.25% x 3 P&F chart of Mindtree plotted using daily 
closing prices. 
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Figure 4.3.3: Mindtree daily 0.25% x 3 cl Point & Figure chart 


New high made by the column of ‘X’ did not correspond to a 
similar high in RSI, resulting in a negative divergence that indicated 
weakness in the price. Follow-through is seen and both the counts 


are pointing at the same level. The sell signal is affordable and there 
are multiple reasons to take it. The active counts shown on the charts 
were eventually achieved. 
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Chart period from March 2009 to April 2011 


Figure 4.3.4: Jp associate daily 1% x 3 cl Point & Figure chart 


Figure shown above is 1% x 3 chart of JP Associates. Weakness of 
the high marked by the patterns that correspond with negative 
divergence in RSI is highlighted in the chart. Formation on 1% box- 
value chart hinted the potential downside. Bearish formations and 
open bearish counts represent interesting trading opportunities. 
Price cracked down later and fell to much lower levels. Study of 
formations on higher box-values can help trader to know what to 
expect in the lower box-value chart formations. 


Oversold indicator with positive divergence and bullish pattern 
or overbought indicator with negative divergence and bearish 
pattern makes the setup logical and affordable for entry having all 
ingredients of an efficient setup. 


Trap-Divergence 


There is an interesting observation. Trap formations can be filtered 
based on RSI divergences. Have a look at image shown below. 


Bull Trap with Positive Divergence Bear Trap with Negative Divergence 


Image 4.3.1: Trap pattern with divergence 


Pattern at image XA is a Bull Trap that got formed at column 4. 
When column of ‘O’ at 4 fell below its previous column of ‘O’ and 
made new low, RSI produced positive divergence by not falling 
below the prior low. Note that the RSI reading at column 4 gets fixed 
only when the column is complete and is followed by ‘X’ at column 


5. Hence it becomes a 5 column setup that shows Bull Trap with 
positive divergence. Similarly, image XB shows Bear Trap formation 
with negative divergence in RSI. 


Trap pattern with divergence make it a less reliable pattern and 
chances of a failure are high. They can be avoided or need further 
investigation. It is a wonderful opportunity when such formations 
are seen in the Traps occurred against the trend. A column reversal 
or Follow-through becomes powerful and affordable setup in such 
cases. 


Figure shown below is 1% x 3 P&F chart of Tata Motors plotted 
using daily closing prices. 


Tota Motors 1% x 3 cl Polat & Figure chart 
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Figure 4.3.5: Tata Motors daily 1% x 3 cl Point & Figure chart 


Pattern A is a bearish formation after a negative divergence. It is a 
Bull Trap that occurred after a High Pole that makes the entire setup 
effective. Pattern B is Bull Trap in downtrend but there is positive 
divergence in RSI hence it could be avoided. 


These types of setups can be scanned and would be helpful for 
short-term trading as well. They are relatively rare but work 
effectively. It helps filter out trap patterns that may be avoided or 
need follow-through to trade. This formation is often seen during 
important top—bottoms but it is not necessary to have it always, and 
there is no reason to skip Traps with the trend because there was no 
divergence. 


P&F technique should be followed to ride the trend and derive 
targets after entry based on this setup. The divergence is useful for 
short-term trading when found in lower box-values and provides 
significant information from a medium-term perspective when 
found in higher box-value charts. 


There are numerous possibilities of designing systems because 
P&F is a charting technique like bar or candlestick charts. For 
example, when RSI above 50 on higher box-value chart, trade double 
moving average crossover on lower box-value chart and trail the 
trend with the help of moving average line. This is just a simple 
concept that I have illustrated and you can explore more such 
possibilities. 


Box-Values - RSI Cluster 


The best sell signals to take on lower box-value charts are when the 
sell signal happens after RSI has reached overbought zone in 
multiple box-values. Similarly, the best buy signals on lower box- 
value charts are the ones occurring after the RSI has reached 
oversold zone in multiple box-values. It is similar to signals 
occurring after a cluster of multi-period price cycle extremes. Below 
is the chart of Arvind on various box-values along with RSI. 


Figure 4.3.6: Arvind daily Point & Figure chart charts 


RSI approached overbought levels on all the box-values. The Sell 
signal that would normally occur first on lower box-value charts 
becomes most effective during such times. Vice versa is applied for 
Buy signals. 


All that is discussed with divergences is also applicable to 
positive and negative indicator reversals. When indicator makes new 
high but column has not, it is known as a Negative reversal. It is 
known as a Positive reversal when indicator has made new low but 
price column has not. They are also known as hidden divergences 
and equally effective setups on P&F as well. 


The charts reading method discussed above using the RSI 
indicator may be applied using any other momentum indicator. 


Summary 


. All methods of reading RSI like extreme, mid-value 


crossover, overbought—oversold, RSI and average line 
crossover, divergences, positive-negative reversals, trend line 
breaks on RSI or range rules are also applicable on P&F 
charts. 


RSI Divergences helps in analyzing strength of ‘O’ and 
weakness of ‘X’. 


RSI divergences along with pattern retest are high- 
probability reversal setups. 


RSI cluster on different box-values indicate significant price 
reversal. 


4.4: ADX 


ADX is another popular indicator developed by J. Welles Wilder that 
evaluates strength of the trend. It fluctuates between 0 and 100 and 
displays strength of the current trend, whether it is up or down. 
Three lines are plotted below the price chart, which are the 
components of the ADX indicator. DMI+ and DMl-lines of the 
indicator display trends and ADX line display strength of the trend. 


There are multiple uses of this indicator but it is widely used to 
gauge the strength of the underlying trend. ADX can also be plotted 
on Point & Figure charts and the usual interpretation is equally 
relevant in P&F charts too. 


But it is important to understand ATR before discussing ADX. 
Directional movement indicators (DMIs) which are major 
constituents of ADX divide the trend by volatility indicator known 
as ATR. A 14 day ATR is an average of true range of an instrument 
over 14 days of prices. True range on bar or candlestick chart is 
calculated on as follows: 


True Range = Max [(high — low), abs (high — previous close), abs 
(low — previous close) | 


Difference between high and low is the range of a bar or candle. 
True range compares the length with previous closing price in order 
accommodate the gaps. Same formula can be applied to calculate 
true range on P&F charts to calculate ATR. P&F column display high 
and low value of the column which is range of that particular move. 


High price of the column is its closing price when it is a column of 
‘X’, and low price is its closing price when it is a column of ‘O’. So we 
get True range of a column as shown in the image below. 


Range 


Image 4.4.1: Range calculation in P&F 


Hence it is possible to calculate ATR using same formula. The 
closing price of the column is used for calculating ADX. It can also 
be calculated using the mid-price method instead of closing price. 
But plotting it with closing price method is more reliable approach 
though not much difference is seen between values when larger 
parameters are used. 


ATR in itself is an effective volatility indicator. When plotted in a 
P&F chart, ADX displays volatility of P&F columns. There are 
methods to design systems using ATR values and multiples of it, 
which is possible with P&F methodology as well. 


ATR plotted with above method is taken into account for 
calculating Directional movement index (DMI) and Average 
Directional index (ADX) indicators. When DMI+ is above DMI- 
indicator, it is treated as a bullish zone and DMI- below DMI-+ is 
treated as a bearish zone. Their crossovers are also a trading signal. 
Rising ADX line indicates that the underlying trend is strong. A 


rising ADX line does not necessarily indicate that the trend is 
bullish. In essence, ADX can trend up irrespective of the direction of 
the underlying trend. When DMIs are in bullish zone, a rising ADX 
will display the strength of the uptrend, and the same when DMIs 
are in bearish zone will capture the strength in the downtrend. ADX 
below 20 indicate lack of strength in the existing trend, be it up or 
down. 


ADX above 20 indicate strength in the trend and that is where 
setups can be traded. When column of ‘X’ is dominating in bullish 
DMI zone and ADX is also rising above 20 then it is a market phase 
to trade bullish formations and ignore the bearish ones. Similarly, 
dominating column of ‘O’s in bearish DMI zone and rising ADX 
suggest that bearish patterns are to be traded and the bullish ones 
ignored. Bullish or bearish zones, when ADX displays a dull phase, 
are the markets or instruments to be avoided for trading. 


Normally, ADX going above 40 is considered as exhaustion. With 
P&F, it easily goes up to the 50 mark. It can be treated as a warning 
sign when that happens. P&F patterns would typically provide early 
clue before the ADX reverses. 


Figure shown below is 0.25% x 3 P&F chart of Reliance infra with 
ADX indicator plotted below it. 


Rel infra 0.25% x 3 cl Point & Figure chart Chart from March 2032 to June 2033 
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Figure 4.4.1: Reliance infra daily 0.25% x 3 cl Point & Figure chart 


Green line is DMI- line, Red is DMI- line and the blue one is ADX 
line. Box drawn on the chart shows the price formation when DMIs 
are in the congestion zone and ADX is below 20. ADX went above 20 
with bearish price formation and negative DMI zone that display 
strength in the downtrend. Price fell with bearish continuation 
patterns. Indicator went above 50 that indicated exhaustion where 
bearish signals should be avoided even though trend is down. 


Reversal signals being formed typically when the distance 
between the two DMIs is wide and ADX is in exhaustion zone, 
becomes interesting. Pullback and Follow-through P&F patterns 
work very well during established trends; ADX is useful in 
identifying the same. 


Figure shown below is the 30 min chart of Nifty futures plotted 
with 5 x 3 parameters along with ADX indicator. 


Nifty futures 30 min 5 x 3 el Point & Figure chart 
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Figure 4.4.2: Nifty-I futures 30 min interval 5 x 3 cl Point & Figure chart 


Horizontal line in ADX indicator is drawn at the level 20. Arrow 
shows breakout of ADX indicator with clear DMI signals indicating 
established downtrend. Negative setups like Bull traps, bearish 
pullback and Follow-through look effective during such phase. 
Another arrow shows exhausted ADX line where continuation 
patterns are to be avoided. 


So, a complete system is offered by ADX on P&F: Trade bullish 
P&F signals when DMI+ is above DMIand ADX line is above 20. 
Trade bearish P&F signals when DMI- is above DMI+ and ADX line is 
above 20. 


ADX is useful for short-term trading as well. Those instruments 
where there is no clear trend may be avoided until the price gets into 
a strong trending mode. The DMI lines that are bunched up close to 
each other or when the ADX line is not rising typically indicate a 
dull phase. Instruments displaying such ADX characteristic may be 
avoided from trading perspective. 


Figure shown below is 0.15% x3 P&F chart of Yes bank 
using closing prices of every minute. 
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Figure 4.4.3: Yes bank 1 min interval 0.15% x 3 cl Point & Figure chart 


Arrows on the chart shows the setups & days that can be avoided 
for trading due to non-confirmation by the ADX. It is most 


important for a trader to know when not to trade. 


ADX is an effective tool in P&F charts and, applicable on all box- 
values and time frames. Remember, pattern should be the leading 
method with above technique and indicator should be used for 


confirmation, it should not be the other way around. 


How about plotting ADX line indicator as a P&F chart? Column of 
‘X’ in that case would indicate trending phase and column of ‘ʻO’ 


would suggest staying away! 


A lot can be written about ATR and ADX or other indicators on 
P&F. The purpose here is to explain the availability and utility of 
these indicators on Point & Figure charts. Do explore them. 


Summary 


A 


ADX line below 20 indicate dull phase, and above 50 indicate 
exhaustion. 


Positive DMI crossover + adx line above 20 + bullish pattern 
= bullish setup. 


Negative DMI crossover + adx line above 20 + bearish 
pattern = bearish setup. 


Trade charts where ADX is clear, that is, all three lines are 
apart from each other. 


It would be repetitive to discuss or show charts using more 
indicators. But all indicators are applicable on all box-values and 
time frames on P&F charts and all methods of reading them are also 
applicable in P&F charts. Vertical plotting is the advantage and 
patterns complement them in P&F charts. In all cases, patterns are to 
be traded with its rules. Below is a P&F chart of Century textile 
plotted along with MACD and Ichimoku (calculated on P&F) for 
your observation. 
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Figure 4.4.4: Century textile daily 0.25% x 3 cl Point & Figure chart 


Explore your favorite indicators on P&F, and take advantage of 
strength of both the worlds. 


But discussion on indicator doesn’t end here. 


4.5: P&F INDICATORS 


We discussed popular indicators and their application on P&F charts. 
But P&F is a charting system and it can have its own unique set of 
indicators as well. The indicators can be built using the unique 
features associated with the P&F charts. Unlike usual charts, P&F 
charts do not move horizontally and one of their main features is 
that they produce boxes when price fulfill certain criteria. We can 
count number of boxes in every column. A large column is one 
having relatively more number of boxes, which in turn represents a 
strong move. 


Cycle of expansion and contraction in markets is a well-known 
concept. It is logical that price will produce more boxes during 


strong trends and fewer boxes during the congestion. Number of 
boxes can also be plotted as an indicator that will display count of 
boxes in the setup or pattern. The indicator is named as XO indicator 
that counts total number of boxes whether ‘X’ or ‘O’ during the 
period. For example, a 20 column indicator will show total number 
of boxes during last 20 columns. 


Below is 30 min interval 10x3 P&F chart of Nifty futures along 
with 20 column XO counts plotted as an indicator. 
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Figure 4.5.1: Nifty-I futreus 30 min interval 10 x 3 cl Point & Figure chart 


Rising line shows that number of boxes are increasing hence 
strong trend and falling line suggests consolidation. 


This can also help us estimate the price volatility. Breakout 
patterns should be avoided during congestion period. Indicator 
falling below previous lows displays strong congestion that should be 


followed by expansion. As always, use the P&F patterns as your guide 
to initiate trades. 


A P&F chart is bullish when ‘X’ are dominating and vice versa. A 
reversal can change the column but may remain temporary and the 
trend will typically resume if it is strong enough. It is logical to say 
that a bull phase should produce more boxes of ‘X’s than ‘O’s and a 
bear phase should produce more boxes of ‘O’s than ‘X’. This gives 
birth to ‘XO’ indicator producing two lines below the P&F chart. 
Below is the formula of 20-column ‘XO’ indicator: 


X: Total number of boxes in the column of X during last 20 
columns 


O: Total number of boxes in the column of O during last 20 
columns 


Parameter 20 is an example and not a recommendation. It can be 
plotted using any other number. It’s a simple formula that plots total 
of ‘X’s and ‘O’s during the period. Typically even number should be 
used to keep number of columns equal for ‘X’ and ‘O’ during the 
period. Below is the same 10x3 P&F chart of Nifty futures plotted on 
30 min time frame along with ‘XO’ indicator below it. 
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Figure 4.5.2: Nifty-I futures 30 min interval 10 x 3 cl Point & Figure chart 


Blue line in the chart above is the bullish line that shows total 
boxes of ‘X’ and Red line is bearish line showing the total boxes of 
‘O’s that occurred during the period. It is a crossover indicator that 
shows dominance of ‘X’s or ‘O’s. Bullish line crossing bearish line 
shows that there are more number of ‘X’s in comparison to the ‘O’s, 
indicating bullish undertone. Similarly, bearish line crossing bullish 
line suggests that number of ‘O’s have outnumbered the number of 
‘X’s, indicating a bearish undertone. 


It is truly a sensible indicator that shows clear picture where one 
side has gained control over the other. As we discussed earlier it can 
help us in ascertaining the setups that can be traded. Patterns and 
pullback setups in the direction of the trend is always an effective 
strategy. The trend is established when distance between the lines 
widen and it is a congestion when they converge. This leads to idea 
of defining the bullish and bearish zone that can be displayed when 
this indicator is plotted in histogram mode. 


Below is the formula for plotting XO indicator in histogram style 
named as XO zone. 


XO zone = Number of ‘X’ boxes — Number of ‘O’ boxes 


The indicator will oscillate around zero line and can become 
negative also. It will show positive value when number of boxes of 
‘X’ are higher than ‘O’ and turn to negative value when they go lower 
than number of boxes of ‘O’ during the period. Below is the same 30 
min and 10x3 P&F chart of Nifty futures along with XO zone below 
it. 
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Figure 4.5.3: Nifty-I futures 30 min interval 10 x 3 cl Point & Figure chart 


It is called a zone because it displays positive and negative zones 
clearly. Positive zone is when net ‘X’ count is positive or above zero 


and negative zone is when it falls below zero. Another usefulness of 
indicator is the congestion zone that they display when they hover 
around zero line. The breakout from zero line along with pattern 
confirmation creates a great trading setup. Below is a 1% x 3 Point & 
Figure chart of PNB plotted with XO zone below it. 
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Figure 4.5.4: PNB daily 1% x 3 cl Point & Figure chart 


The indicator shows clear demarcation between bullish and 
bearish dominating boxes on the chart. The breakout from 
equilibrium along with bearish Triangle breakout at the beginning of 
chart was followed by a strong downtrend in price. Pattern A is 
Triple Bottom Sell in a bearish zone. Pattern B is High Pole in 
bearish zone that failed and did not have a Follow-through. Pattern C 
is series inside columns broken out when zone turned bullish. 
Pattern D is Bull Trap in bullish zone that should have been ignored. 
Pattern E is Double Top Buy after a Low pole in bull zone. Pattern F 
and G are Low Poles in bearish zone that should have been ignored. 


Pattern H is Bearish 100% pole and pattern I is a Bull Trap, both 
appearing in bearish zone makes them reliable trade setups. 


XO zone crossover can be traded as well. Meaning, trade bullish 
pattern post bullish XO zone crossover and bearish pattern post 
bearish XO zone crossover. Methods of analyzing a typical histogram 
are applicable to this indicator also. Equilibrium in this indicator 
indicate balance between ‘X’s and ‘O’s that shows congestion and 
periods having no clear trend. Lengthy bars, where the histogram 
gets farther away from the middle line, indicate exhaustion. Falling 
bullish zone and rising bearish zone also indicate weakening trend. 


Image 4.5.1: XO zone indicator anlaysis 


Summary 


“XO indicators are simple, yet very logical to gauge strength 


of the trend. 


They use the best strength of P&F charts and display clear 
trends. 


Trade long when ‘X’ is dominating and look for shorts when 
‘O’ takes the control — XO indicators helps in identifying 
such phases. 


Perfect Indicator 


There is an obvious question which might have popped-up in your 
mind: Which indicator works best in P&F charts? Unfortunately, 


there is nothing best or worst in the market. The method of reading 
and utilizing each indicator has been discussed thoroughly. Use what 
you are comfortable with and what suits you most. Indicators have 
got their own important features to explore, for example, averages 
are simple trend identification technique, RSI shows divergence, 
Bands have different shapes, ADX has strength indicator line, etc. 


One may not be comfortable with an indicator or tool or method, 
however popular it may be. There is no perfect system or indicator 
that exists and there is no perfect methodology to trade the markets. 
An amazing method or system for someone can prove disastrous for 
another. 


Like sports, every trader has his own instinct and style. A trader 
needs to understand what suits him most. Which indicator he is 
comfortable with, that his eyes love to see and that he can interpret 
easily. It boils down to the question of developing a trust in an 
indicator and to trade logically using them. Following a pattern or an 
indicator just because some expert is recommending it, is not a 
sensible approach. Money can’t be made on borrowed ideas; having 
conviction is of utmost importance. Your own tweaked rules and 
patterns may work wonders for you, they have a better chance of 
being successful than Googled-ideas!! 


There is an incident to talk about here. Couple of guys came to 
me after my seminar on P&F and told me that they are beginners but 
found the things interesting and asked me to guide. I was thinking 
something since morning, hence asked them about one thing that 
they understood very well in the seminar. They said they are amazed 
with triangle pattern and completely clear with it. I asked them to 
view 500 charts and look for only the Triangle pattern in them and 
come back within a week. I had little hope that they will be seen 
again. I warned them about trading it because I have a secret to share 


about trading this pattern and it will change their life completely. 
Both came back, shared some successful observations, which was 
expected! I told them to view triangles more during next one week, 
and this time make a note of all the charts. 


I asked them to view more charts when they came back and the 
trouble could be sensed from their facial expressions. They asked me 
the reason for the exercise and explained me that they understand 
triangles very well now and they felt little reason to review it any 
further. They explained that they have even back-tested it on many 
instruments and it is a wonderful pattern. I had to play the ‘secret’ 
game again. One of them came back with more notes, the other guy 
disappeared. More discussions and meetings happened thereafter. 
The discussions were again Triangle-pattern-centric. I gave him the 
task of looking at a list of stocks to view triangles on various time 
frames. The process continued and over a period, he viewed 
thousands of charts only for triangles. Next time, he told me that he 
can’t really express or formulate, but there are certain situations 
when triangles work well! 


He was astonished when I told him that no man on the planet has 
probably viewed as many charts as him, looking only for P&F 
triangles. I asked him to continue this process. I told him, “There will 
be masters of the game out there, but you will trade this formation 
best and probably understand it more than anybody else.” Now, he 
focuses primarily on the Triangle pattern and trades them across 
different time frames and instruments. He achieved that 
‘noiselessness’ in trading by practicing one price setup consistently. 
It’s his perseverance that has made him achieve it. The Bruce Lee 
quote has really inspired me since the beginning, which says, “I don’t 
fear a man who has practiced 10,000 kicks but I fear a man who has 
practiced one kick 10,000 times.” 


People say that knowledge is wisdom, and that has the edge that 
can make you different from others. But I think that knowledge is 
fine — it can certainly make you a good speaker or trainer. But it is 
practice that will make you a good trader. There is no magic in any 
tool, and there is one in every tool. It is purposeful practice that 
makes one develop expertise in any endeavor. It is not okay to be 
good at something; the objective must be to excel at something. 


* Bollinger Bands® is a registered trademark of John Bollinger. 

1. The Definitive Guide to Point and Figure: A comprehensive Guide to the Theory and 
Practical Use of the Point and Figure Charting Method, Petersfield: Harriman House 
Publishing, 2006. 


Chapter 5 


PARAMETERS 


After understanding the techniques of identifying patterns and 
analyzing P&F charts, the important question that will pop up is: 
how do we determine the basic parameters to construct a P&F chart? 
Because, the analysis and various P&F patterns and setups depend on 
the parameters we choose to construct the chart. 


Below are the parameters that one must decide before plotting a 
P&F chart: 


~  Box-value 

“Construction scale — absolute or log 

“Timeframe — daily or any other intraday time interval 
° Type of the chart — closing price or High-Low 
“Reversal value — between 1 and 5 


An introduction to these parameters was given in Chapter 1. But 
we can take it further since you know 


P&F better now. All these parameters are discussed in detail in this 
section so that you can choose the settings that are ideal for your 
style of trading or investment. 


5.1 BOX-VALUE 


Learning the patterns and other methods of analysis gives one a 
better understanding of the box-value. Therefore, we discuss about 
box-values now, after explaining the patterns & formations. 
Whenever we decide to plot a P&F chart, determining the box-value 
is important. Every aspect relating to the box-value decision is 
discussed in this chapter. 


Box-values vary with time frames; the same box-value cannot be 
used for a daily and intraday chart. Log box-value is recommended 
when a daily P&F chart is plotted. Though the default reversal value 
is three box, other reversal values are also discussed in the next 
chapter. 


Let us begin the discussion with how to determine a log box- 
value when a three-box reversal P&F chart is plotted using daily 
closing prices. 


Log box-values are a brilliant invention that have not only 
simplified the subject but also made it practically more effective. 
Box-values can simply be classified as per time horizon of a trader or 
investor. A short-term trader may use a lower box-value, while the 
long-term trader can settle for a higher box-value because trades and 
patterns appear more frequently on the lower box-value charts. The 
following guidelines may also be considered: 


Use 0.25% box-value for short-term investment. 
Use 1% box-value for medium-term investment. 
Use 3% box-value or above for long-term investment. 


These are not rigid rules but guidelines to begin with. One can 
use 1.25% instead of 1 or 0.75% or even something like 1.10% for 
that matter. Round numbers are mentioned for simplicity, it is more 
about having a general idea to reduce the confusion. It is classified in 
a simple manner so that we can corroborate it with the daily, weekly 


or monthly time frames in time-based charts. There is more to 
understand about box-values. 


Every box-value provides some useful information for traders 
across all time horizons. While every technique and setup that we 
have discussed is equally applicable to all box-values, there are 
certain aspects that should be kept in mind while deciding the box- 
value. 


Look at the chart shown below of Axis bank plotted with 0.25% 
box-value. A few setups are shown in the boxes and explained in the 
image. 
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Figure 5.1.1: Axis bank daily 0.25% x 3 cl Point & Figure chart 


The setups are more about combination of patterns. Same chart 
and setups are shown in the chart below plotted with 0.50% box- 
value. 


TT 


Axis Bank 0.50% x 3 cl Point & Figure chart 


| 


] 
a 


Bearish pole - Triangle 


| 
SOR 
x R 


; : E S| Buy after support 


CERF RRRR AA 


Pattern revisit 


coomononoomn 


gg e" 
BS 3 Bearish broadening $ 
z follow through 


Chart from Feb 2015 to Oec2015 


TeadePoint: www.definedge.com 


Figure 5.1.2: Axis bank daily 0.50% x 3 cl Point & Figure chart 


You must have noticed that when the box-value is higher, the 
number of columns gets reduced in the chart. Also notice that 
similar types of setups are visible in both charts. The combination of 
patterns portrays a detailed view of the price behavior in a lower 
box-value chart. Below is the same chart plotted with 1% box-value. 
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Figure 5.1.3: Axis bank daily 1% x 3 cl Point & Figure chart 


Notice that there are far fewer columns in this 1% box-value 
chart. A few of the setups that were visible in the lower box-value 
charts are not seen in this chart as the number of columns are 
compressed because of the bigger box-size. It would be interesting to 
see what happens when box-value is increased further. Below are the 
charts for the same period plotted with 1.5%, 2%, 3% and 5% box- 
values, respectively. 
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Figure 5.1.4: Axis bank daily Point & Figure charts 


It is apparent that the columns get compressed even further as 
the box-size increases. The patterns visible in 1.5% and 2% box-value 


charts span across 3—5 columns at best. These patterns, however, 
morph into a basic sell signals in the 3% box-value chart. And, the 
number of columns gets reduced more drastically in the 5% box- 
value chart where just a High Pole pattern or falling column of ‘O’ is 
visible. 


One can easily observe that the behavior of setups and patterns 
change as we increase the box-value. A trader can analyse the price 
structure by looking at the different setups by plotting multiple P&F 
charts with different box-values. Let us categorize the box-values 
into different slots as per the nature of the formations that typically 
occur in each chart. The following are the slots describing the box- 
values on a daily time frame using closing prices: 


Slot 1: 0.25— 1% 
Slot 2: 1-3% 

Slot 3: 3-5% 

Slot 4: 5% and above 


Certainly, we can apply all patterns & methods in all box-values. 
But there are certain unique attributes of each box-value that should 
be understood. Let us explore the characteristics of each slot. 


Slot 1 


The price action will be captured across more numbers of columns 
of ‘X’ and ‘O’ in this category compared to others. Combination of 
patterns, Follow-through, variations and pattern retests are a 
common occurrence in this slot and they turn out to be effective 
setups to trade. All indicator-related observations are applicable for 
charts in this slot. Just the 3—5 column patterns alone are not 
sufficient and confirmation from other methods is required while 


dealing with charts in this slot. ABC setup, volume climax and 
indicators work better while the column reversal pattern has little 
relevance. Mini Top, Mini Bottoms, objective trend lines and counts 
are more important on these charts. 


Slot 2 


The 3-7 column P&F patterns, which we discussed in the earlier 
chapters, are more relevant and important for the charts in this slot. 
Structures are clear and the basic signals are more relevant. Column 
reversal is also an important piece of information. Multi-column 
breakouts like Triple Top—Triple bottoms formations have more 
significance here. Anchor top—bottoms, tweezers also work better. 
Indicator and other methods of analysis like trend lines and counts 
are equally relevant. Use the conservative vertical counts for the 
charts in this slot. 


Slot 3 


The number of columns of ‘X’ and ‘O’ are far fewer in the charts 
from this slot and the setups are clearer. Overall structure and price 
performance of a chart can be analyzed quickly. Basic breakout 
patterns and 3 to 5 column P&F patterns are more relevant. Column 
Reversal follow-through setup is an important piece of information 
too. Indicators and other tools are, however, not much relevant. 


Slot 4 


Support—Resistance (‘X’ or ‘O’ at same level), weak breakouts and 
column reversal signals are more important patterns for the charts in 
this slot. Realize that each column of ‘X’ or ‘O’ by themselves 


represent a big trending move. Indicators and Follow-through signals 
are not relevant. 


Remember, the higher the box-value, greater is the significance 
of the column reversal pattern. Understanding box-values based on 
the relevant setups helps understand the utility of each box-value. A 
3-5 column formation showing support and resistance needs more 
confirmation if visible in lower box-value charts such as slot 1. But 
they have far more significance when they occur in high box-value 
charts such as slot 3 or above. They indicate that price is at 
significant support or resistance. The support or resistance or weak 
breakout setup on higher box-value charts such as slot 3 or 4 is 
significant information even for a short-term trader, as it helps in 
identifying trade setups on a lower box-value chart to initiate trades. 


Similarly, a multi-column horizontal formation of lower box- 
value charts displays the base building or accumulation—distribution 
formations that are important for even a long-term trader to know. 
The same formations in a higher box-value chart will come across as 
a simple 3-5 column patterns. Multi-column formations should be 
referred in slot 1 charts and affordable patterns looked for to fine- 
tune the entries. 


The column reversal pattern is not significant or relevant to view 
in slot 1 charts, but they can be very useful in higher box-value 
charts. Their importance increases with the box-value. As the 
number of columns in the chart is comparatively less and 
compressed in larger degree box-value charts, patterns such as Low 
Pole or Follow-through signals are relatively infrequent in higher 
box-value charts. 


So different box-values are important and provide useful 
information and it is important to know how to read them. Trading 


methods such as Mini Top—Mini Bottom or 45-degree trend lines are 
more relevant in slot 1 and slot 2 categories. The basic signals in 
large box-value charts or column reversal in lower box-value charts 
are not too relevant from a trade decision-making perspective. 
Supports-Resistances can be easily viewed on higher box-value 
charts, which can be useful for all types of traders. A single column 
or appearance of ‘X’ or ‘O’ becomes more important and captures 
the trend when charts are plotted using high box-values such as 5% 
or 10%. The confluence of patterns on multiple box-values can help 
traders of all time frames and prove valuable from the trading 
perspective. This confluence of patterns across different box-sizes is 
called a “pattern cluster.” 


Have a look at the Tata Motor charts plotted with 1% and 0.25% 
box-values featured below. The support shown by a column of ‘O’ at 
same box-value in slot 2 chart comes across as a pattern retest 
formation in slot 1 chart. Entry can be refined using this kind of 
background information. 
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Figure 5.1.5: Tata Motors daily Point & Figure charts 


There are patterns inside patterns, which is popularly known as 
market fractals. For example, ‘X’ or ‘O’ at same level, or weak 


breakouts can come across as pattern retest in lower box-value 
charts. Look at P&F charts shown below of PNB plotted using 0.25% 
and 3%, respectively. 
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Figure 5.1.6: PNB daily 0.25% x 3 cl Point & Figure chart 
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Figure 5.1.7: PNB daily 3% x 3 cl Point & Figure chart 


Point A is multi-column breakout bearish formation in 0.25% 
box-value chart shown in Figure 5.1.6. This pattern is compressed 
and morphs as a Triple Bottom Sell pattern in the higher box-value 
chart displayed in Figure 5.1.7. 


The best approach is to be aware of the patterns in the higher 
box-value charts and trade continuation patterns on the lower box- 
value charts. The idea is to trade pull-backs in lower box-value charts 
that are in the direction of higher box-value charts. This ensures that 
we are trading in sync with the trend in the higher time frame or 
higher box-value charts. 


I am often confronted with the question, whether a pattern is 
profitable and about their performance across various box-values. 
Remember that the patterns are a by-product of the box-values we 
use. One can adopt a top-down approach while analyzing the price 
setup. 


It may surprise you but even very high box-values like 8—10% are 
effective. We get to know about overall price performance and 
behavior of the instrument at a glance. Below is the chart of daily 
P&F chart of Wock Pharma plotted with 10% x 3 parameters. 
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Figure 5.1.8: Wock Pharma daily 10% x 3 cl Point & Figure chart 


The chart captures more than 4 years of price action. What is of 
relevance here is that the entire price action is compressed into a few 
columns of ‘X’ & ‘O’ in the above chart. This falls into slot-4 box- 
value category chart where column reversal and every single column 
of ‘X’ or ‘O’ are extremely important. Notice that in the last column, 
the ‘X’ is at the same level as the previous one, indicating resistance. 
It is also at a zone where the column flipped from ‘X’ to ‘O’ 


frequently. Realize that it takes a 30% move to trigger a column 
reversal in this chart. A study of the lower box-value charts will 
provide confirmation on whether the’ X’ at the same level does in 
fact indicate resistance. 


Below is 3% x 3 chart of Wock Pharma of the same period. 
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Figure 5.1.9: Wock Pharma daily 3% x 3 cl Point & Figure chart 


The same time period covered in the previous 10% chart is 
displayed in the above 3% box-value chart. The arrow in the chart 
indicates a negative column reversal after the Bull Trap pattern. The 
column reversal is a Follow-through pattern after the Bear Trap 
pattern which has bearish implications. Recall that column reversals 
are an important piece of information to take note of in the charts 
falling in this category. 

Figure 5.1.10 is the Wock Pharma chart plotted with 1% box- 
value. 
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Figure 5.1.10: Wock pharma daily 1% x 3 cl Point & Figure chart 


Setup on this chart is negative because of a Sell signal below the 
trend line and bearish counts that were active. Bearish double 
pattern and a Follow-through to it are also visible in this chart. The 
Follow-through to High Pole is also active. 


Figure 5.1.11 is the 0.25% x 3 P&F chart of the same stock. 
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Figure 5.1.11: Wock Pharma daily 0.25% x 3 cl Point & Figure chart 


Bearish formations such as Traps and Poles are seen around the 
same level. Bearish pattern retest, and bearish counts are active and 
the recent formation is a Bull Trap and a bearish Triangle failure 
pattern below the bearish trend line. Interestingly, all counts shown 
in the chart were achieved later. 


Reading the patterns in different box-value charts helps in 
understanding the context and overall price structure. A simple 
bearish setup seen in a higher box-value chart helped in fine-tuning 
the entry using lower box-value chart in this Wock Pharma example. 
This kind of a top-down approach is important for all types of 
traders and investors. The Wock Pharma stock cracked below 900 in 
the month of Feb 2016 and fell below 650 in Dec 2016. 


A 3-5 column setup on the higher box-value chart can be traded 
when there is a bullish setup or pullback on the lower box-value 
chart. Higher box-value charts generate clear setups but they lag at 
times and they do not offer affordable trade entries as the stop-loss is 
invariably too wide. The multi-column formations are more relevant 
and visible in lower box-value charts. These patterns can be fine- 
tuned while considering a trade entry. The trades are also more 
affordable in the lower box-value as the stop-loss is not as wide as in 
higher box-value charts. It makes a lot of sense to take trades off 
lower box-value charts when there is a confirmation from the higher 
box-values. 


Have a look at 0.25% x 3 chart of Bajaj Auto shown in Figure 
5.1.12. Observe the bigger picture and try to visualize what could be 
the pattern of this chart in a higher box-value. Notice that the price 
is converging from a broader perspective in this chart. 


Bajaj Auto 0.25% x 3 cl Point & Figure chart 


Figure 5.1.12: Bajaj Auto daily 0.25% x 3 cl Point & Figure chart 


Figure 5.1.13 is the chart of 3% box-value of the same period. A 
triangle or series of inside columns can be seen. 
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Figure 5.1.13: Bajaj Auto daily 3% x 3 cl Point & Figure chart 


It could work the other way around too. If you come across a 
triangular formation on the higher box-value charts, then you can 
visualize the setup in lower box-value chart. Am sure you are 
familiar with how to deal with triangles from a trading perspective. 
Knowledge of converging formation on higher degree helps in 
trading the setups in at lower time frame or lower box-value charts. 
With practice, it would be possible to visualize setups on other slot 
charts by looking at a pattern in any given chart. And eventually a 
formation seen in one or two box-values will tell you the overall 
story. 


Always start off with a chart from slot 4 box-value while looking 
at a chart of an instrument for the first time. Switch to lower box- 
sizes after getting a broad perspective from slot 4 charts to 3Simple 
formations in higher box-values translate into multi-column setups 
on lower box-values, which helps to analyse the entire price action 
of any instrument. 


The above slots or categories are applicable to stocks. It is, 
however, inappropriate to plot stocks and indices with the same 


parameters, simply because stock and index are different in terms of 
their underlying volatility. An index captures the price of many 
stocks. Typically, stocks can easily see a daily movement of 5—10%, 
which however is very rare for an index. A stock can get delisted if 
the company goes bankrupt, but an index will seldom fall to zero 
unless the stock exchange itself fails. 


The box-value slots for indices are mentioned below: 
Slot 1: 0.10— 0.25% 

Slot 2: 0.25-1% 

Slot 3: 1-2% 

Slot 4: 2% and above 


Reading of slots remains the same with index as well. Figure 
5.1.14 presents 2% and 1% box-value charts of Nifty, respectively. 
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Figure 5.1.14: Nifty daily Point & Figure charts 


Last column is of ‘X’ in 2% chart suggesting that the trend is 
bullish. Question might arise if it is at resistance when we look at 
left. This is when a look at the lower box-size charts will provide 
more clarity. There is clear bullish Double Top Buy signal after 
support in 1% box-value chart; hence, the undertone is bullish. 


Figure 5.1.15 is the chart plotted with 0.25% box-value. 
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Figure 5.1.15: Nifty daily 0.25% x 3 cl Point & Figure chart 


Price is trading above the bullish 45-degree line and there is also 
a breakout above the bearish 45-degree line drawn from an 
important top. The bullish vertical counts are open, and the last 
signal is bullish Double Top Buy. 


Figure 5.1.16 is the chart plotted with 0.10% box-value along 
with XO zone indicator. 
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Figure 5.1.16: Nifty daily 0.10% x 3 cl Point & Figure chart 


One can easily spot the bullish XO zone, price trading well above 
bullish 45-degree lines, Mini Bottom is in place and bullish vertical 
counts are open. The arrow in the chart highlights the bullish Triple 
Top pattern along with a Bear Trap pattern. 


Combination of patterns is the key. Frequent Low Poles that 
occurred at same level show strong demand and High Poles at same 
price level represent strong supply zone. Combination is more 
powerful than the basic patterns, particularly for slot 1 box-value 
charts. 


Setup, trend and counts may vary as per the box-value. Different 
box-values may lead to different targets and a question may arise 
about which counts are more reliable. All counts are valid unless 
negated. Counts in the direction of the trend should be given 


preference. Plot the charts with different box-values to seek target 
confluence. But don’t use higher box-size charts just to arrive at 
bigger counts or targets. Avoid the big number fantasy. Consider one 
at a time and refer to the nearer-counts first. The conservative 
vertical counts may be used on higher box-value charts and when 
counter-trend counts are being plotted. 


We discussed the typical nature of box-value of every slot. When 
different box-value charts are in sync, it is a scenario that one should 
not miss. Bullish setup and Uptrend in slot 3—4 charts with pullback 
in slot 1—2 charts is a great pullback setup. 


Because of log box-values, same rules are applicable to all 
instruments. Some tweaking may however require as per the 
volatility of the instrument. Absolute box-value as per slots can also 
be used if an instrument is being traded consistently. I have tracked 
Nifty for several years with a 10-point absolute box-value. 


Figure 5.1.17 is the 10 x 3 P&F chart of Nifty plotted with daily 
closing prices. 
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Figure 5.1.17: Nifty daily 10 x 3 cl Point & Figure chart 


Pattern A is a Bull Trap followed by Triangle at pattern B. Pattern 
C is Bearish Broadening formation followed by sell signal. Pattern D 
is Follow-through sell signal to the High Pole, which was invalidated 
in the next column. Pattern F and G are bearish 100% Poles and Mini 
Tops. Pattern H is a Triangle that failed at pattern I with a pole 
formation. Pattern J is Double Bottom Sell signal after a High Pole. 


It is pertinent to mention that the simple signals in higher box- 
value are far more reliable and profitable though they might lag. 
Different types of indicators can be plotted and used effectively in 
the lower box-value charts. For example, a triple moving average 
crossover method can be traded in the lower box-value when it is in 
sync with the higher box-value charts. 


Box-values and slots are not rigid numbers and may be tweaked 
to suit one’s preference or the behavior of an instrument. Also 
remember that you may want to analyse formations on various box- 


values, but trades should be consistently initiated in just one box- 
value. The general rules described above will be helpful to make a 
beginning. Columns are relatively long when lower box-values are 
used. When long column of ‘X’s and ‘O’s are visible, it is a pointer 
that either the box-size must be increased or a lower time-frame 
chart might be more appropriate from a trading perspective. For 
mid-cap stocks, the 1% and 3% box-values are more relevant. 


Lower time-frame box-values would be different from daily time 
frame. It should typically be half of the box-values that we discussed 
above. Detail explanation is given in the chapter on time interval 
charts. 


The important takeaway is that using multiple box-values 
provides an edge. We discussed about separate treatment to long and 
short setups in the pattern segment. Box-value is an effective tool to 
achieve it. Just increase the box-value while considering long 
positions and reduce the box-size when look for shorting 
opportunity in stocks. Higher box-value charts need only a 
periodical viewing as they do not move as swiftly as lower box-value 
charts. The box-value distinctions are general guidelines to begin 
with. When you open the chart, you would invariably get a feel 
about which box-value is appropriate for the given instrument and 
what patterns should be referred to in a given box-value. 


All these box-values are applicable on charts plotted with daily 
price data. I don’t see any point in plotting charts using the weekly 
or monthly price in the P&F charts. We can always tweak the box- 
value to achieve the same objective. 


The next section deals with the charts plotted with the High- 
Low price method. 


Summary 


There are 4 slots of box-values. 
Pattern cluster and a top-down approach are very effective. 


Analyse multiple charts but initiate trades in one time frame 
and box-value. 


Trade the continuation patterns and pull-backs in the lower 
box-value chart, in direction of the trend in the higher box- 
value chart. 


For mid-cap stocks, 1% and 3% are effective box-values. 


5.2; HIGH-LOW CHARTS 


It must be obvious by now that P&F charts can be plotted with just 
one price. Charts plotted with closing prices will generate patterns 
based on the closing price. High-Low method of plotting considers 
either the high or low price made during the day for plotting. If 
previous column is of ‘X’ and if the high price for the given time 
period qualifies to plot a new box, then a new ‘X’ gets plotted and 
the low price is ignored. If previous column is of ‘O’ and price falls 
further, new ‘O’ gets plotted and the high price is ignored. This 
method is effective but there is a problem. We don’t know whether 
high has occurred first or the low on a given day. Price can go high 
during the day and qualify for new ‘X’, but it can go below the 
required level of reversal during the same day. As per the rules, low 
price will be ignored for plotting on that day though it may have 
triggered the exit level. Such instances are, however, not too 
frequent. Otherwise, it is an effective method particularly for short- 
term traders because it is possible to take decisions in real time and 
there is no need to wait for the closing price. This approach is useful 
in instances when intraday time interval charts are used. 


High-Low method plot more columns compared to the closing 
price method. Therefore, the number of columns is higher and the 
chart gets wider in nature, warranting the use of a higher box-value 
to deal with it. Basic signals alone are not sufficient in these charts. 
All methods and techniques that we have discussed earlier are not 
equally applicable to these charts. The box-value slots that we 
discussed for closing price method are not applicable to High-Low 
method. Below are the slots for High-Low method charts. 


Slot 1: 0.5—1.5% 
Slot 2: 1.5-3% 

Slot 3: 3-6% 

Slot 4: 6% and above 


The nature & behavior of these charts is quite different. Columns 
are relatively longer; hence, the pole pattern is not as significant in 
these charts. The instances of Poles and Broadening patterns are 
much higher in these charts. Combination of patterns and 7-9 
column formations are more relevant than the usual setups. Catapult, 
Triple Top—Triple Bottom formations and their variations are also 
frequently seen in these charts. The use of indicators for trend 
filtration and their divergences with price are more significant. 
Pattern retest and multi-column breakout are effective setups in this 
method. Bullish pattern reversed and Bearish pattern reversed 
appear more frequently and the ones in the direction of the trend are 
reliable patterns to trade. The 45-degree lines appear relatively steep 
because of the horizontal nature of the chart. Columns are long, 
hence, the use of conservative vertical count or horizontal counts are 
more relevant. 


Figure 5.2.1 is 6% x 3 P&F chart of BHEL plotted using High-Low 
method. The last column is of ‘O’, which displays Downtrend. 


Supports and Resistance indicated by boxes occurring at the same 
level are shown in the chart. 
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Figure 5.2.1: Bhel daily 6% x 3 H-L Point & Figure chart 
Below is the same chart plotted with 3% box-value. 
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Figure 5.2.2: Bhel daily 3% x 3 H-L Point & Figure chart 


Pattern combinations are shown in the chart. A Triple Bottom 
Sell and its Follow-through is highlighted by the box drawn around 
them. Pattern Retest with Triple Bottom Sell occurred during Aug 
2015, followed by significant fall in prices. 


The formations shown in the chart above are useful but realize 
that the box-value is high. We can focus on multi-column setup 


while studying the lower box-values charts. Figure 5.2.3 is the same 
chart plotted with 1.5% box-value. 
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Figure 5.2.3: BHEL daily 1.5% x 3 H-L Point & Figure chart 


The prominent setups are highlighted in the charts. It can be 
observed that columns are relatively longer when charts are plotted 
using this method. Below is same chart plotted with 0.50% box- 
value, multi-column formations are highlighted in the chart. 
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Figure 5.2.4: Bhel daily 0.50% x 3 H-L Point & Figure chart 


Box-values of each slot will be changed for index. It should 
typically be twice the box-value used in the closing price methods. 
Pattern cluster occurring in multiple box-values can be traded 
effectively using this method as well. Behavior of an instrument and 
overall context are better understood by multi-time-frame analysis. 


Remember, you can’t trade simple Double Top or Double 
Bottoms on High-Low charts, multi-column breakout patterns are 
more relevant on them. Apply subjective tools and indicators on 
them for better analysis and simple execution. Methods like triple 
moving average crossover and other indicators can be easily traded 
on these charts. 


Figure 5.2.5 is a 3% x 3 P&F chart of Kajariacer plotted on daily 
price data, using the High-Low method. 
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Figure 5.2.5: Kajariacer daily 3% x 3 H-L Point & Figure chart 


The above chart features 10, 15 & 20 SMA along with 20-period 
XO zone. Point A shows the breakout from a 3-year price 


consolidation. It is a rounding bottom breakout after long period of 
triple moving average convergence. Point B is when all three moving 
averages start trending up with short-term average above the 
medium term and the medium term above the long term along with a 
positive XO zone. This is a very bullish configuration. 


Figure 5.2.6 is 1% x 3 H-L chart of LT plotted with 10, 15, 20 
SMA, 20 XO zone and 14 period ADX. 
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Figure 5.2.6: LT daily 1% x 3 H-L Point & Figure chart 


Notice behavior of ADX. I call it a khichadi ADX, where three 
ADX lines are close to each other. Point A and C represent market 
phase when moving averages, XO zone and ADX point toward the 
presence of a clear trend and it makes a lot of sense to trade such 
phases. 


High or Low prices of columns plotted using High-Low method 
will display box-prices recorded based on the high and low prices, 
hence they can be traded in real time. The use of harmonic patterns 
is quite popular in the candle and bar charts and they can be 
effectively used in the High-Low P&F charts too. Subjective chart 
patterns such as rounding Top/Bottoms, Cup & Handle and Head & 
Shoulders can be easily spotted in these charts. 


High-Low charting method is useful for system trading and 
intraday traders. High—low chart can also be referred to along with 
closing method chart. 


Summary 


~  Box-values should be increased while analyzing High-Low 


charts. 


Simple P&F formations are not applicable on them. Complex 
and multi-column formations are more relevant on High- 
Low charts. 


Traditional patterns of technical analysis, subjective lines 
and Indicators help in implementing them better. 


5.3: CLOSING OR HIGH-LOW 


The next obvious question would be: Which method should be used, 
closing or High-Low? Both come with their own set of issues and 
advantages. A chart plotted with closing prices mark the column at 
end of the day, hence signals appear late but the charts plotted with 
High-Low price produce more columns of ‘X’ and ‘O’. 


This is an issue with all the charts, not only P&F. The question is 
similar to whether one should use a line chart or a bar chart. A bar or 
candle gets locked at end of the day but most of the indicators are 


calculated on the closing prices. Any trading decision taken in 
between is based on assumption or pre-emption. End-of-the-day or 
positional trading systems are usually traded based on the closing 
prices. 


Closing Price Method 


Setups are clear and the charts are relatively noise-free when plotted 
with closing prices. This is perhaps the reason why Charles Dow, 
John Murphy and many others prefer line charts over bar charts. 
Charles Dow considered the daily close as the most significant price 
and relied exclusively on them. The usual line chart that plots only 
closing prices is one of the oldest and most important methods of 
plotting the prices. Also, as Murphy* argues, “Many chartists believe 
that because the closing price is the most critical price of the trading 
day, a line chart is more valid measure of price activity.” P&F charts 
filter noise from usual line charts and allow us to define setups using 
combination of columns. 


But it is normally felt that trading based on a closing method is 
practically difficult, especially on daily time frame, because the 
column gets locked only at the end of the day and breakout that we 
see on the chart during the day might not be valid until the closing 
price is known. The same problem is prevalent in candlestick charts 
too. The candles seen during the day might change based on the 
closing price. This is a typical problem faced by people trading end- 
of-the-day chart systems based on any charting method. There are 
several ways to deal with this issue. 


1. Wait for the closing price of the day and ignore the intraday 
moves. If the closing price turns out to be so high that the 


risk becomes unaffordable, then ignore the trade and wait 
for the next opportunity. 


2. Initiate the trade the next day when the breakout is 
confirmed by the closing price of the previous day. If the 
price opens higher, which makes the initial risk unaffordable, 
then just ignore the trade. This is the safest method with the 
lowest impact cost. 


3. Many of the times, price moves significantly on same day 
itself. Entry can be made upon breakout in real time, and exit 
the trade if the closing price is below the box-price 
requirement. The cost of doing it should get offset normally 
due to the profits made in the process over time. Another 
way to handle this is by taking the trades in the last hour of 
trading. This minimizes the impact cost to a large extent. 


4. For positional traders, this issue can be dealt using position- 
sizing rules. Initiate a portion of the budgeted quantity 
during the day and add more when the breakout is 
confirmed while closing. I strongly believe this as the best 
approach for momentum traders. 


5. For an active trader, this method is most suited. Shift to 
lower time-frame charts once breakout has happened on 
daily charts. Trade it as per the formations during the day on 
lower time interval chart, and get back to daily chart at end 
of the day. If breakout is sustained, shift to end-of-the-day 
charts. Impact cost is minimum with this because there will 
also be profits made on lower time-frame charts by following 
this. 


Select a method that suits you most and, more importantly, 
follow that consistently. 


For exiting the position, do it based on the box-price requirement 
even in real time and reinstate the position if closing price doesn’t 
meet the exit price requirement. The debit occurred in the books 
during the process is the impact cost that would get offset over a 
period due to the cost saved with the same exercise. 


Things are quite simple for positional and long-term traders 
because they use higher box-values where the issue is not much 
relevant. Momentum traders using lower box-value charts should 
also use time interval charts and trades can be placed based on the 
setup in them where the issue can be minimized. The patterns on 
closing price charts are much clearer and more reliable and I 
recommend using this method to plot charts for trading. 


High-Low 


The advantage of High—low charts is that they help in taking real- 
time trading decisions. One need not wait for closing to happen 
before initiating the trade. If previous column is of ‘X’, and if box- 
price requirement to qualify for a new ‘X’ is met during the day, then 
plotting will remain same till end of the day. So, a decision can be 
taken confidently in real time. This method is more suitable to 
someone trading an instrument on a consistent basis or following a 
system-based approach to trading. It is possible that ‘X’ plotted in 
bullish column will remain same for the day even if price has turned 
down and the reversal criteria are met because the low price is not 
considered as the price in a column of X. But, such situations are 
relatively uncommon and they typically occur when the breakout 
and reversal happen on the same day. One can exit when reversal 
criteria are met and wait for the next signal to deal with it; expenses 
that occur in the process are the impact cost, which is comparatively 
low. 


One can also use both the High-Low method and closing method 
in conjunction. Setups in the closing price charts may be traded 
during the day as per the levels in the High-Low charts. For 
momentum and derivative traders, instead of using High-Low 
method on daily prices, it is better to shift to time interval charts. 
The next section discusses the same. 


5.4; TIME INTERVAL CHARTS 


Time interval charts are the ones plotted on any time frame lesser 
than daily. P&F charts can be plotted using the price from any time 
interval such as hourly, 30 min, 15 min and so on. They can even be 
plotted using tick-by-tick prices, which is the origin of P&F charts 
but they are best used with time interval charts. The user can decide 
the preferred time interval to plot the chart but one-minute price is 
probably the best. People prefer an hourly or 15 min interval charts 
for momentum trading in the time-based charts but the scenario is 
different with respect to P&F charts. Unlike the usual charts, one 
minute is a very dynamic time frame on Point & Figure charts. 
Instead of increasing the time interval, box-value can be increased in 
the chart plotted with 1 min price. Varying the box-value on the 
same time frame can help in varying the noise or quantum of 
information that is captured in the chart. 

Every technique that we have discussed is applicable on time 
interval P&F charts but the slots of box-values are different. 
Normally, it should be half of what we discussed for the daily time 
frame. Below are the slots for P&F chart plotted on time interval 
charts: 

Slot 1: 0.05—0.20% 


Slot 2: 0.20- 0.4% 


Slot 3: 0.4-1% 
Slot 4: 1% and above 


The 3—4 column setups is more relevant in the higher box-value 
charts. Pattern combinations and follow-through setups are effective 
in the lower box-value charts. 


Below is the 0.25% x 3 P&F chart of PNB plotted on daily time 
frame. It would be the box-value a short-term trader would refer to 
before drilling down to the lower time frame. 


PNB dly 0.25% x 3 cl Point & Figure chart 
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Figure 5.4.1: PNB daily 0.25% x 3 cl Point & Figure chart 


Pattern combinations are more relevant in the chart shown in 
Figure 5.4.1. The chart covering the same period is displayed with 


different box-values based on the 1 min price. Figure 5.4.2 is a 1.5% 
box-value chart for the same period plotted with closing prices of 
every minute. 
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Figure 5.4.2: PNB 1 min interval 1.5% x 3 cl Point & Figure chart 


It is fascinating to see a five-month price action using a 1 min 
interval price being captured in a few columns. Pattern A is Double 
Bottom Sell signal after a High Pole. Pattern B is a Bull Trap in the 
direction of the trend. Pattern C is Pattern Retest formation with 
bearish 100% Pole and bullish pattern reversed in the direction of 
the trend. As the noise is removed to a big extent, it is a useful time 
frame even for positional trader. Long column of ‘O’ in the above 
chart shows a price move in the same direction for several days. 
Continuation signals in lower box-values during such period can be 
effective trade signals for short-term traders. 


Figure 5.4.3 is the same chart plotted with 0.15% box-value along 
with Bollinger bands plotted using mid-price method. 


PNB ome min 0.15% x 3 cf Point & Figure chart 


Figure 5.4.3: PNB 1 min interval 0.15% x 3 cl Point & Figure chart 


Vertical lines are day-separating lines to observe intraday price 
moves. The 45-degree trend lines and vertical counts are plotted 
from Mini Tops. This box-value will be ideal for very short-term or 
intraday traders. Information derived from higher box-values helps 
in identifying the instruments that are in a strong trending phase. 
The price action of entire day is captured in a few columns of ‘X’ and 
‘ʻO’. There are also fewer signals triggered in such charts. Columns 
will be lesser with clear setups during trending days. Box-value can 
be reduced further to generate more trading signals. 


P&F is adept at portraying charts using the one-minute price. 
Though there is an option to use hourly or 30 mins or any other time 
interval price data, I believe increasing the box-value on 1 min time 
frame is a better strategy because it minimizes the impact cost 
significantly. You essentially get to look at the bigger picture on a 


lower frequency. A 15 min candle gets locked at the end of 15 min; it 
can fluctuate wildly in between, which might increase the impact 
cost. The same applies to P&F as well. Nonetheless, hourly and such 
other time frames can also be effectively used. 


Below are P&F chart of Bharti Airtel shown for three different 
time frames. The image below shows chart of daily and hourly time 
frames. 


Figure 5.4.4: Bharti Airtel daily and 60 min interval Point & Figure charts 


Figure below shows chart of 1 min time interval during this time 
period. 


Figure 5.4.5: Bhartiartl 1 min interval 1% x 3 cl Point & Figure chart 


Notice the difference between hourly and 1 min time frame chart 
with the same box-value. Patterns in the 1 min time frame provide 
nice momentum trading opportunities. It will also have a lot of 
opportunities to initiate trades on pull-backs. 


Another thing to notice in the above charts is that the price in all 
the charts was trading below the 45-degree line, which shows that 
the trends across multiple time frames were in sync. Patterns in the 
direction of trend, when multiple time-frame trends are in sync, are 
very profitable. The price trading above or below 45-degree trend 
line across different box-values is important information. 


For indices, 0.05%, 0.15%, 0.25% and 0.50% box-values can be 
used for time interval charts. Absolute box-values are recommended 
in time interval charts; particularly if an instrument is traded on 
consistent basis, it is useful to remember levels and track the setups. 


Below is the chart of Nifty with absolute 25 boxes plotted using 
closing prices of every minute. 


Figure 5.4.6: Nifty-I futures 1 min interval 25 x 3 cl Point & Figure chart 


Pattern A is multi-column breakout formation. Pattern B is 
support taken by price at pattern retest. Pattern C is a Bull Trap that 


witnessed Follow-through. Pattern D is bearish pole and bullish 
pattern reversed. Pattern E is Triple Bottom Sell signal at pattern 
retest. Pattern F displays strong resistance by the price, followed by 
Sell signal. 


Figure 5.4.7 is a 5 x 3 chart of Nifty. 
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Figure 5.4.7: Nifty-I futures one min interval 5 x 3 cl Point & Figure chart 
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Head and Shoulder price formation is visible on the chart shown 
above. Technique of Bollinger bands and XO zone on P&F charts is 
particularly useful for very short-term trading like intraday. 


Box-value can be reduced further for intraday trading, which will 
generate more columns and hence more trade signals. Using 
objective setups are very helpful to manage the trade and risk. 


Nifty 1 x 3 cl Point & Figure chart 


rrivrrt 


§ 


g 


16th Feb 2016 
29 co! Adaptive Mowing Average 
Trastot www dafirasen com 


a. i ee 


ë 


Figure 5.4.8: Nifty 1 min interval 1 x 3 cl Point & Figure chart 


Figure above captures the price movement of Nifty for a single 
day plotted using 1-point absolute box-value. There are fewer 
columns plotted where the price movement is lackluster. The trading 
gets simple and trend riding becomes far easier when price is in a 
trending mode during the day. 


Below is the chart of Bank Nifty plotted using 0.25% box-value 
using closing price of every minute. 


Bank Nifty futures one min 0.25% x 3 cl Point & Figure chart 
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Figure 5.4.9: Bank Nifty-I futures 1 min interval 0.25% x 3 cl Point & Figure chart 


Pattern A is a Bull Trap that activated lower count. Pattern B is 
bullish pattern reversed and a Mini Top. Pattern C is Mini Top, which 
is also a Bull Trap in Downtrend. Pattern D is Bearish Broadening 
formation followed by a Triangle (Diamond). Pattern E is a Bull Trap 
that locked another Mini Top, which was followed by another 
Triangle. 


Below is the chart of same period plotted using 0.15% box-value 
along with Bollinger bands. 


Bank Netty one min OLIN x Ici Pode & Figure chat 


Figure 5.4.10: Bank Nifty-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


Patterns are marked on the charts which can be effectively 
implemented along with Bollinger bands. 


Bollinger bands are very useful, particularly for intraday traders. 
Narrow bands filter the setups during range-bound markets and 
work as reference levels in a trending scenario. Pattern at upper 
band when price is in Downtrend and pattern at lower band when it 
is in Uptrend are wonderful pullback setups that can be effectively 
traded. When the trend in the daily chart is up, buying setups at 
lower band in time interval charts, is an effective strategy and vice 


versa. Flat bands are very helpful to identify instances when one 
should not trade. 


Gap up and gap down openings are challenges for traders which 
can result in long columns on time interval charts. If price opens 
higher and if risk is not affordable, wait for a fresh entry signal. 
Column reversal setups can be of help for affordable entry during 
such times. A trading position should be exited immediately if the 
price gaps open against you. This is why the position sizing should 
be different for intraday and positional trades. 


High-Low method can also be used in case of time interval 
charts but box-values need to be increased, for reasons explained 
earlier. It can be a useful method when it comes to automation or 
trading systems. 


I recommend time interval charts to active intraday traders, 
especially in the derivatives segment. A very short-term trader can 
begin with 0.15% box-value on 1 min time frame for stocks and 
adjust it as per requirement. Momentum or positional traders can 
use a 1% box-value on daily and 1 min time frame as well. These are 
just broad guidelines. If you see very long columns in a chart, the 
behavior of instrument indicates that a higher box-value must be 
used. 


Summary 


A. 
One-minute time interval should be preferred over others. 
A. 
Unlike usual charts, 1 min is a dynamic time frame on P&F 


charts. 


Increase the box-value for momentum trades; decrease it for 
very short-term trades like intraday or scalping strategies. 


Absolute box-value charts can be used on this time frame if 
an instrument is being traded consistently. 


5.5: OTHER METHODS OF PLOTTING 


ATR-Based Box-Values 


We discussed Average True Range (ATR) in the chapter on 
indicators. There is a method of plotting P&F charts using the ATR 
values. With this approach, Average True Range of any instrument is 
calculated on bar charts, and a P&F chart is plotted with that ATR- 
based box-value. For ATR, 14 is a popular parameter. For example, 
suppose the 14-day ATR of Nifty is 50, then the ATR-based P&F 
chart of Nifty will be plotted with a 50-point absolute box-value. 
ATR is a volatility-based indicator. Hence, this way, box-value of the 
chart is based on the current volatility of the instrument. It is, 
however, better to plot percentage ATR when this method is 
followed. Meaning, in the above example, if price of Nifty is 5000, 
then 1% log box-value chart (ATR value of 50 divided by current 
price of 5000) can be used to plot instead of 50-point absolute box- 
value, so that past P&F patterns become relevant for the analysis. 


All the methods and analyses discussed in the book are applicable 
on charts plotted using ATR values as well. The method is fine if one 
wants to scan for the P&F pattern and trade it using other 
techniques. There is an issue if one wants to trade P&F chart with 
ATR value on consistent basis. When ATR value changes, the chart 
itself will change. So the pattern that was visible in a chart earlier 
might just vanish because of the change in the box-size. Hence, it is 
difficult to trade ATR-based charts on a consistent basis. 


Point & Figure charts are plotted using one price only. We have 
discussed the methods of plotting using closing price or High-Low 


prices. The other methods of plotting P&F charts are explained 


below. 


HLC Method 


This is a technique of plotting P&F chart using high or low price but 
validating them with closing price. Rules of plotting them are 
explained below. 


On High-Low charts: 


If Last Column Is of ‘X’ 


A 


If close is meeting the requirement to plot new ‘X’, consider 
high price for plotting. 

If close is not meeting the requirement to plot new ‘X’, don’t 
plot ‘X’ and check low price. 

If close is qualifying the column reversal requirement, 
consider low price for plotting ‘O’. 

If close is not qualifying for column reversal requirement, 
plot nothing. 


If Last Column is of ʻO’ 


À 


If close is meeting the requirement to plot new ‘O’, consider 
low price for plotting. 

If close is not meeting the requirement to plot new ‘O’, don’t 
plot ‘O’ and check high price. 

If close is qualifying the column reversal requirement, 
consider high price for plotting ‘X’. 

If close is not qualifying for column reversal requirement, 
plot nothing. 


In brief, if high price is meeting the requirement to plot new ‘X’ 
but did not sustain till closing, then it will not get plotted. And if low 
price of column reversal requirement is met but did not sustain till 
closing, then plotting will not happen. 


Sustenance till closing is the key element in this method. It is a 
nice combination of High-Low and closing method. 


There is another method that considers OHLC prices and allows 
plotting of P&F charts with two prices. P&F charts can be plotted 
with typical price (High + Low + Close) as well, it is good for 
exploring the analysis but difficult to take trades based on it. A P&F 
chart of open instead of close can also be experimented. There may 
be other methods as well, but all of them come with their pros and 
cons. One may wish to plot charts using any of them, but understand 
the method before doing it. Not a single chart in the book is plotted 
with other than traditional methods, to avoid complications. It is not 
that one method will generate more profitability than others; it is the 
understanding of their nature and method of trading them that will 
lead to success. The key is to keep things simple. 


We discussed the implications of different box-sizes using the 3- 
box reversal method. In the next section, we will look at the charts 
plotted with different reversal values. 


Gaps 


Many analysts and experts believe that non-displaying of gaps is a 
distinct disadvantage of P&F charts. I fail to understand this logic. 
Gaps are in any case irrelevant for the intraday trader. For positional 
traders or investors, the issue of gaps is prevalent while using 
traditional time-based charts too. We can’t really do much about it 
and we don’t know about their occurrence beforehand. Gaps 


occurring in favor of the trading position will be most welcome. The 
trade must be exited immediately if there is a gap occurring against 
the current trading position. If it is about analyzing gaps, then we 
have got usual charts to do that better, we don’t need P&F for that. It 
doesn’t display gaps, which I think should be fine. 


Summary 


“ ATR-based charts can be helpful if one just wants to scan the 


stocks for patterns. 

Log box-value charts are far more dynamic and relevant for 
advanced P&F analysis. 

Low-High, HLC, OHLC, etc., are other methods of plotting 
P&F charts. 


Understanding of what is being used is more important. 
Traditional P&F methods of plotting are simple yet powerful. 


* Murphy, John J. Technical Analysis of the Financial Markets: A Comprehensive Guide to 
Trading Methods and Applications. New York: New York Institute of Finance, 1999, P. 
36. 


Chapter 6 


OTHER REVERSAL VALUE 
CHARTS 


6.1; ASYMMETRIC CHARTS 


This chapter will help you understand other facets of the Point and 
Figure charting method. The charts we have discussed so far are 
based on the three-box reversal. It is the most popular and 
traditional manner of plotting the P&F charts. Number 3 has a lot of 
significance in the world of technical analysis. But the question as to 
why three and why not any other number is quite natural. 


P&F charts can be plotted with other reversal values as well. A 
chart plotted with one-box reversal value is discussed in the next 
chapter. By using a higher reversal value, we ensure that the 
continuation is easier than reversal and there should be a strong 
reason or an extra force behind price to trigger a reversal. 


Apart from 1 and 3, the two-box and five-box reversal charts are 
commonly used. Values more than 5 are not very common, but 
things applicable to five-box charts are applicable to them as well. 


Most of the things that we discussed about the three-box are 
applicable to the two-box and five-box reversal charts. But, it is 
important to understand their characteristics; five-box reversal 


charts are quite conservative, whereas two-box charts are very 
aggressive. 


Two-Box Charts 


Two-box charts have the flavor of aggression of one-box reversal 
charts and the smoothness of three-box reversal charts. All patterns 
discussed in the three-box charts are valid on the two-box charts as 
well. It is obvious that they will have more columns than three-box 
charts. Trend lines and counts are also equally applicable, but 
because these charts are more horizontal than the three-box charts, 
the 45-degree trend lines will be breached more frequently. There is 
no need of conservative vertical count method on these charts 
because lesser reversal values tend to shorten the length of the 
columns, resulting in an automatic conservative count. Using the 
usual vertical count target is a major feature of two-box reversal 
charts. They are very effective on these charts and have higher 
probability of being achieved. If length of the column is similar, 
conservative counts on three-box charts and usual counts on two- 
box charts will show the same target. 


Below is 0.25% x 3 P&F chart of Bank Nifty plotted using daily 
closing prices shown with objective trend lines and counts. 
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Figure 6.1.1: Bank Nifty daily 0.25% x 3 cl Point & Figure chart 


Below is the same chart plotted with two-box reversal value. 
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Figure 6.1.2: Bank Nifty daily 0.25% x 2 cl Point & Figure chart 


Observe the trend lines, counts and patterns in the above chart. 
The counts are more effective and patterns offer a relatively lower- 


risk trade entry. Most of the patterns seen on three-box charts are 
visible in two-box reversal charts as well but there will be more 
Triangles than Poles due to their inherent horizontal nature. Follow- 
through patterns are equally effective on them. 


It is interesting to point out that the popular Japanese charting 
method - Renko chart — is similar to the two-box reversal P&F 
charts. All techniques that we have discussed so far are applicable on 
these charts also, so I am avoiding repetition. The number of 
columns of X & O will be more, compared to the three-box reversal 
charts; hence, breakout will happen early but there will be more 
such occurrences than the three-box reversal charts. 


Entry can be made more affordable by using two-box reversal 
charts. Hence, if an instrument is in a strong trending phase, then 
two-box charts will produce more continuation patterns than three- 
box charts for one to take advantage of. Continuation patterns are far 
more powerful than the reversals. 


Below is 1% x 2 P&F chart of Bata India plotted with daily closing 
prices. 


Figure 6.1.3: Bata India daily 1% x 2 cl Point & Figure chart 


Pattern A is a four-column Triangle followed by a Double Top 
Buy signal at point B. Pattern C is a Triangle followed by negative 
breakout. Pattern D is a Buy signal after support and also a bullish 
Double pattern. Pattern E is a Triple Top Buy; it is a two-box Buy 
signal as well, meaning prior column is of two boxes and hence 
offers a low-risk entry. Understand that pattern E would not be 
visible in three-box chart because any reversal below three-box will 
not get plotted there. Pattern F is a Triangle with two-box Sell signal; 
hence, this pattern would not be visible on three-box charts. Pattern 
G is a High Pole formation and also a bearish Double pattern 
confirming the supply zone. Pattern H is a two-box Sell signal and 
also a Triangle breakout. Pattern I is a Triangle having Low Pole 
within that, followed by bullish breakout. Pattern J is a Triple Bottom 
Sell signal that failed. Pattern K is a two-box Buy signal following a 
Bear Trap. 


Two-box charts will plot more columns, resulting in some extra 
noise during horizontal trends, but there will be more effective 
trades and counts during the trending phase. Patterns, analysis and 
rules of validation remain same with these charts. You may need to 
increase the parameter for the indicators in a few cases, simply 
because the two-box reversal charts are wider than three-box ones. 


Five-Box Charts 


Five-box reversal charts provide a higher weightage to the reversal. 
They are slow-moving charts compared to other reversal value 
charts for the obvious reason that they need a five-box move for a 
reversal to happen. Hence, they are compressed charts having fewer 
columns and therefore lesser trades. Stop is comparatively wide for 


setups on these charts, but failure rate is lower, and a trend can be 
ridden very effectively. Conservative vertical count and horizontal 
count should be applied on these charts. Remember that the normal 
vertical counts will typically throw up exaggerated targets. 


Below is same chart of Bank Nifty that we discussed earlier, 
plotted with five-box reversal value and shown with trend lines and 
counts. 
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Figure 6.1.4: Bank Nifty daily 0.25% x 5 cl Point & Figure chart 


Notice that there are far fewer signals compared to the other 
charts. Conservative vertical counts look effective and practical. 
Below is the same chart where usual vertical counts are applied. 


30079.83 b= 


Bank Nifty diy 0.25% x $ cl Point & Figure chart 


LEFI 


16274.87 


15404.98 


14545 22 


FECEEELLETEEPEI 


13767.78 


12999 4 


Chart period from Juty 2015 to April 2016 


12304.58 


WUT rt 


Figure 6.1.5: Bank Nifty daily 0.25% x 5 cl Point & Figure chart 


The above chart is to demonstrate that usual counts are not 
relevant on these charts. They are fancy to plot and might help one 
get some attention in the social media. But it is of no relevance when 
it comes to trading. 


As the number of columns is reduced to a significant extent, 
there is a bigger element of noise reduction in the charts. The five- 
box reversal charts are more suited to positional traders and 
investors who focus on riding the trends. 


Patterns and their rules are equally applicable on these charts but 
due to their compressed nature, Poles and Traps will be seen more 
than Triangles. 


Figure below is a 5 x 5 P&F chart of Nifty plotted on closing 
prices of every minute. 
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Figure 6.1.6: Nifty-I futures 1 min interval 5 x 5 cl Point & Figure chart 


The above chart shows 20 column XO zone indicator, 45-degree 
trend lines and Fresh basic signals. Fewer Fresh signals offer far less 
trading opportunities than other charts, though the initial risk is 
higher. 


You may or may not trade these charts, but knowing them will 
only help you get a better understanding of the Point & Figure 
method. The next section discusses the technique of using one-box 
reversal charts. 


Summary 


a 
Two-box reversal charts are more aggressive and five-box 


reversal charts are conservative. 


All methods discussed so far are applicable on them as well, 
but it is important to know their nature and difference 


compared to three-box reversal charts. 


6.2: ONE-BOX REVERSAL CHARTS 


One-box reversal P&F charting method is also known as a Wyckoff 
method, named after the late Wall Street legend Richard D. Wyckoff. 
It is the original P&F method of plotting the charts. We discussed the 
construction of one-box reversal P&F charts in Chapter 1. Recall that 
the reversal value is ‘1’; hence, column is changed even if price is 
reversed by one box instead of three. Hence, there are more 
numbers of columns in one-box charts compared to any other P&F 
chart and therefore these charts have their own 


place of importance. 


It is interesting to know that all the three-box P&F patterns and 
most of the techniques that we have discussed are not applicable for 
one-box reversal charts, basically because they don’t have 
asymmetric filter. They don’t necessarily reverse by three boxes 
before resumption of the trend to call it an effective breakout. Due to 
more number of columns of ‘X’ and ‘O’, these charts are wider than 
any other P&F chart and hence 45-degree lines and vertical counts 
are not used in these charts. 


Usual Double Top Buy and Double Bottom Sell are not valid 
signals in one-box reversal charts. When these basic patterns appear 
on three-box reversal chart, formation on one-box chart will be that 
of multi-column breakout. The continuation patterns on these charts 
are called semi-catapults and reversal formations are fulcrums. But I 
am avoiding that nomenclature here to avoid complication. I will 
keep the discussion restricted to the major points that underline the 
usefulness of the one-box reversal charts. There are three important 


features of one-box reversal charts that differentiate them from 
other reversal charts. 


1. One Step Back 


The expression One-step back was invented by Jeremy du Plessis in 
his book The Definitive Guide to Point and Figure!. It is the most 
important feature of one-box reversal charts. Below is the stepwise 
explanation of One Step Back formation. 


One-box chart flips to a new column even if there is a reversal of 
one box. Meaning, column of ‘X’ will flip to column of ‘O’ even if 
there is a one-box reversal. You may recall that we discussed it 
during the construction of Figure chart in chapter 1. See Image 6.2.1 
shown below. 


Image 6.2.1: One-box Point & Figure 


Column of ‘X’ turned to column of ‘O’ in the image shown above 
because price dropped from 150 to 140. It has not gone below 130, 
so another box is not marked. If the price resumes the uptrend and 
moves past 150, then the column needs to be changed to ‘X’ marked 
at 150. 


Image 6.2.2: One-box Point & Figure 


Price went above 150 again without falling below 130; hence, 
column needs to be changed to ‘X’. When column reversal happens 
after marking just one box in a column, then both the columns are 
merged together, which looks like the image shown below. 


Image 6.2.3: One-box Point & Figure 


Whenever a reversal happens after marking just one box of ‘O’, 
the column will be merged to subsequent column of ‘X’. So the 
column of ‘X’ can have single ‘O’ in the bottom. Similarly, whenever 
reversal happens after marking just one box of ‘X’, it is merged with 
subsequent column of ‘O’. So a column of ‘O’ may have single ‘X’ at 
the top of it. Refer image shown below. 


Image 6.2.4: One-box Point & Figure 


Columns are merged in case of reversal after single marking only. 
If two boxes are formed in a column before they get reversed, then 
they are not to be merged. So, any column of one-box P&F chart will 
have minimum two boxes in it. And a merged column of ‘X’ cannot 
have more than one box of ‘O’ at the bottom of it or merged column 
of ‘O’ cannot have more than one box of ‘X’ at the top of it. 


So, unlike other reversal charts, one-box P&F column can have 
‘X’ and ‘O’ in the same column. This formation is known as One Step 
Back. It represents just one box back before resumption of the trend. 


N 


“Bullish Bearish 


One Step Back 


Image 6.2.5: One Step Back 


Bullish One Step Back (OSB) happens when the second box 
appears as ‘X’ and bearish OSB gets is identified when the second 
box appears as ‘O’. 


Three-box reversal charts will not change the column before it is 
reversed by three boxes, so the OSB formation will not be visible in 
them. In fact, any reversal below three boxes will not be marked in 
them. Image below shows the reversals that will not be seen on 
three-box reversal charts. 
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Image 6.2.6: One-box Point & Figure 


First chart in Image 6.2.6 is bullish OSB, second chart is two-box 
chart Double Top Buy signal and third chart is two bullish OSBs in a 
row. Vice versa is for bearish patterns, which cannot be seen on 
three-box reversal charts. 


OSB is a useful tool particularly in strong trending markets. Price 
produces large columns during trending scenarios. It retraces by one 
box in between and resumes the trend again. Bullish OSB after long 
column of ‘X’ provides opportunity to trade in the direction of trend 
because it shows that bulls stepped in immediately and correction 
could last just one box. We will not get this information in three-box 
reversal chart. Similarly, bearish OSB after long column of ‘O’ 
provides opportunity in the direction of the bearish trend. 


Figure shown below displays the three-box and one-box reversal 
charts of Bank India plotted with 1% box-value. Two large columns 
of ‘O’s in three-box reversal chart generated bearish OSB formations 
in one-box reversal charts between October 2015 and January 2016. 


Bank India 1% x 1 cl P&F chart 
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Figure 6.2.1: Bank India one-box reversal Point & Figure charts 


OSBs can be traded during strong trends and when there is an 
anchor column formed in the direction of the trend. OSB is a useful 
formation for short-term traders when a strong trend is in place. It 
can be traded with a stop of just two boxes. Figure below is one-box 
reversal daily chart of Auro Pharma plotted with 1% box-value. 
Arrow shows the columns, which are One Step Back patterns in the 
column of ‘X’. 
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Figure 6.2.2: Auro Pharma daily 1% x 1 cl Point & Figure chart 


The box that formed OSB pattern is important because it shows 
the price that was rejected. Hence, OSBs are important reference 
levels. Price violating or going below bullish OSB is bearish signal 
and a breakout above a bearish OSB is a bullish formation. 


At times, price immediately changes the direction after forming 
OSB. So there will be just two boxes in a column, one is ‘X’ and 
another is of ‘O’. See image shown below. 


XO column 


Image 6.2.7: XO column 


I call them XO columns. They display price congestion and 
indecision. Series of XO column display serious congestion and 
breakout in either direction can turn out to be a profitable trade. 


Below is one-box reversal 1 min P&F chart of Nifty plotted using 
0.25% box-value. 
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Figure 6.2.3: Nifty-I futures 1 min interval 0.25% x 1 cl Point & Figure chart 


Pattern A is consecutive XO columns. Pattern B is bearish 
breakout of congestion pattern that includes series of XO columns. 
Pattern C is a breakout from XO columns as well. Pattern D violates 
bearish OSB of its previous column but price reversed immediately 
and produced bearish OSB at pattern E which is followed by a series 
of bearish OSBs. Pattern F is bullish OSB. Pattern G violates bullish 
OSB of congestion formation prior to it. 


2. Horizontal Count 


Another tool that can be used in the one-box chart is the method of 
plotting horizontal counts on these charts. One-box is the traditional 
P&F charting technique and formula of count is quite different from 
three-box horizontal counts. The horizontal count in one-box 
reversal chart is calculated from horizontal formation or congestion 
patterns. The difference is instead of adding it to the bottom or 
deducting from top, the anchor point is used to calculate the targets. 


It can show the count at both the sides because breakout direction 
from the congestion formation is initially unknown. The count on 
other side is removed once the direction of the breakout is 
confirmed. 


Below is the formula for Horizontal counts on one-box charts: 


Bullish count = Anchor point of the pattern + (Width of the 
pattern x Box-value x Reversal value) 


Bearish count = Anchor point of the pattern — (Width of the 
pattern x Box-value x Reversal value) 


You may recall the discussion on Anchor Point in an earlier 
chapter. Anchor points are nothing but the most active or populated 
row in the congestion pattern. Width is the number of columns in 
the pattern. Image below shows the plotting of Horizontal count on 
one-box charts. 
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Image 6.2.8: One-box horizontal count 


Horizontal counts are taken from consolidating formations. 
There will more instances of horizontal patterns in one-box charts 
than any other reversal value charts. One-box P&F charts are an 
effective tool for congestion pattern analysis or fulcrum analysis. 
Fulcrum is basically a horizontal or congestion formation. 


Figure shown below is 1% x 1 P&F chart of SKS micro-plotted on 
daily closing prices. A consolidation phase is seen after nice Uptrend 
and the count in both directions is captured on the chart. These 
targets act as a reference point in case of breakout in either 
direction. Normally, a non-trending or contracting phase should be 
followed by expansion. Counts of both sides are shown in the chart 
because there is no clue on direction of breakout. 
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Figure 6.2.4: SKS micro daily 1% x 1 cl Point & Figure chart 


Figure below shows same chart after few days. The bearish count 
is removed from the chart because of the upside breakout. 
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Figure 6.2.5: SKS micro daily 1% x 1 cl Point & Figure chart 


Width of the pattern is subjective, but it is a useful method 
during the periods of congestion. A breakout happens when the high 
or low price of the horizontal pattern is breached. Have a look at the 
horizontal counts from the congestion formations in the Rcom chart 
below. 
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Figure 6.2.6: Rcom daily 3% x 1 cl Point & Figure chart 


As the direction of the breakout in last formation is not known, 
the counts on both sides are displayed. Figure shown below is 100 x 
1 P&F chart of Bank Nifty showing the bearish count from the 
congestion formation. 


Bank Nifty 100 x 1 cl Point & Figure chart 
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Figure 6.2.7: Bank Nifty daily 100 x 1 cl Point & Figure chart 


3. Anchor Point 


We discussed Anchor point in the chapter on analysis. It is a row 
that is filled or populated with the most number of boxes in the 
pattern or a level where most of the action has taken place. It is 
basically a one-box reversal chart tool which evaluates the strength 
of the pattern by analyzing its base and is utilized for calculating the 
horizontal counts. 


We discussed the usefulness of Anchor points on three-box 
reversal charts and they are applicable to one-box charts too. But the 
best utilization of Anchor point is in applying them on time interval 
charts and 1 min time frame in particular. It is a great tool 
particularly for short-term and intraday traders. Anchor point of 
every trading session can be plotted on 1 min time frame. It provides 


a level which was traded the most during the day. Anchor point 
drawn for a particular day is extended to its right, which can become 
important reference level for the sessions thereafter. Below is 5 x 1 
Point & Figure chart of Nifty plotted with closing prices of every 
minute. 
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Figure 6.2.8: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 


Anchor point is drawn across the entire price move of first 
session and extended to its right. It becomes reference level for the 
next session to monitor price formation when price reaches that 
level. It can act as a significant support or resistance level for the 
coming sessions. Logically, anchor points display the price area 
where most of the action has taken place. It displays the most active 
price level in a day, which has a strong potential to act as support or 
resistance when revisited. 


Anchor point of last few sessions can be plotted on the chart for 
reference. Box-value needs to be quite low when used for this 
method. It may not help in analyzing the patterns but reason for 
using lower values is that it considers most of the price move to plot 


the anchor point. I prefer using five- and ten box-values for Nifty 
and Bank Nifty, respectively. 


Most of the time markets remain in bracketed trend. Support and 
resistance derived from Anchor point prove effective during such 
times. They are also useful when important Tops and Bottoms are 
revisited by the prices. 


Below is 10 x 1 Bank Nifty chart plotted on closing prices of 
every minute. Vertical line shows sessions from which Anchor point 
is drawn. 
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Figure 6.2.9: Bank Nifty-I futures 1 min interval 10 x 1 cl Point & Figure chart 


Anchor points of three trading sessions are plotted in the above 
chart. Anchor point plotted on 11'" Feb worked as resistance when 
price revisited that level on 15t Feb. The Anchor point of 12"? Feb 
worked as support on a revisit on 17'" Feb. Anchor point of 16" Feb 
worked as resistance on 18" and 19" Feb. 


Charts shown below are Nifty 5 x 1 chart plotted on 1 min time 
frame that shows Anchor point acting as an effective reference point 
in subsequent sessions. 
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Figure 6.2.10: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 
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Figure 6.2.11: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 


It can be very useful when tracked on indices. But the method is 
equally relevant when applied to stocks or any other instrument. 
Below is 0.25% x 1 chart of Reliance Capital plotted on 1 min 


interval prices. 
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Figure 6.2.12: Reliance Capital-I futures 1 min interval 0.25% x 1 cl Point & Figure chart 


There are numerous examples to shows its usefulness. When 
there is a congestion day, a horizontal count can be applied from 
Anchor point of the day that shows counts of both the side. One of 
the counts gets activated upon breakout and the count should be 
removed when the breakout happens. Below is the 5 x 1 Nifty chart 
plotted using prices of every minute. 
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Figure 6.2.13: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 


Intraday horizontal counts are the levels to refer in coming 
sessions in case of breakout. Sequence of Sideways sessions may be 
followed by a trending phase. The projections from the trendless 
sessions can be used to calculate targets are reference levels when 
the breakout and trending phase get underway. 


Have a look at the 5 x 1 intraday chart of Nifty shown below. 
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Figure 6.2.14: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 


Anchor points of every session are plotted; I call them running 
Anchor points. There are two important interpretations based on it: 


1. 


They act as important reference levels for support and 
resistances going forward. See points A and B. 


Rising Anchor points show that base is increasing and there 
is strong trend in place. 


See same chart of Nifty plotted below with horizontal counts. 
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Figure 6.2.15: Nifty-I futures 1 min interval 5 x 1 cl Point & Figure chart 


These are running horizontal counts that show important counts 
that are open on both sides. A target cluster can be easily identified 
while using running Anchor point analysis explained above. With 
this method, it indicates exhaustion of Downtrend when down side 
counts are not being achieved. Similarly, when upside counts are not 
achieved in an uptrend, it is a sign that the bulls are exhausted. 
Usually, during strong trends accompanied by open counts have a 
higher probability of getting achieved. 


See Bank Nifty chart shown below. 
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Figure 6.2.16: Bank Nifty-I futures 1 min interval 10 x 1 cl Point & Figure chart 


It was non-achievement of downside counts and non- 
achievement of upside counts that indicated that there is exhaustion 
and other direction count can be referred. 


Box-Value and Indicators 


Typically, box-value for one-box reversal charts must be higher than 
the usual charts, especially when OSBs and XO column patterns are 
used. But lower box-value is required when intraday anchor point 
method is the focus. Multi-column breakouts or breakouts from well- 
tested ‘X’s and ‘O’s are important patterns on these charts. 


Indicators and their interpretation in one-box charts remain the 
same but the parameter needs to be tweaked/increased in a few 
cases. Below is the P&F chart of CEAT ltd on 1 min time frame 
plotted with 0.50% x 1 parameters. 
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Figure 6.2.17: CEAT-I futures 1 min interval 0.50% x 1 cl Point & Figure chart 


Pattern A is bearish OSB along with RSI that turned down after 
not so positive confirmation to the new high made by the price. 
There is also a series of XO columns in the congestion formation. 
Pattern B is where price rallied after XO column at multiple support 
area and positive divergence in RSI. Pattern C is bearish OSB after 
RSI turned down from overbought zone and XO columns are visible 
too. 


All other indicators can also be plotted on these charts. It is 
natural to sense that the noise level is more in one-box chart. But 
once three-box charts are practiced well, one-box charts are handy. 


You may or may not plot other reversal value charts, but know 
them well, their strengths and drawbacks. Knowing the tools more 
may help you to design and tweak your trading setups. For example, 
you may decide that once a trending move is spotted, trades can be 
taken on a One Step Back. It is also equally logical to switch to a 
higher reversal value chart in a volatile market condition. 


Summary 


~  One-box reversal chart is a complete charting method. 
^ Tools and method of reading them are different from 


asymmetric P&F charts. 


OSB, horizontal count and Anchor point are most useful 
tools of one-box chart analysis. 


Running Anchor points and horizontal counts are applicable 
on intraday time interval charts. They make a complete 
setup for short-term trading. 


1 The Definitive Guide to Point and Figure: A comprehensive Guide to the Theory and 
Practical Use of the Point and Figure Charting Method, Petersfield: Harriman House 
Publishing, 2006. 


Chapter 7 


MATRIX AND SYSTEMS 


7.1: P&F MATRIX 


We have discussed basic P&F patterns. It is possible to run the 
scanner to shortlist stocks which have generated Double Top Buy or 
Double Bottom Sell signal on a given day. But, how about scanning 
for a pattern on multiple box-values and ranking them based on 
some scoring methodology? 


The Point & Figure performance matrix evaluates the chart 
pattern in each instrument across different box-values and ranks 
them based on the total score. The TradePoint software has this 
feature to calculate the P&F Performance Matrix. It is an effective 
tool to view and understand the overall market performance at a 
glance. 


A Bear Trap on 0.25% box-value may be a bullish formation on 
higher box-value, which adds to the strength of the pattern, whereas 
a bullish setup on lower box-value but bearish on higher box-value 
indicates that there is a weakness. Scoring based on patterns across 
multiple box-values helps in identifying the stocks with setups that 
are in sync across different box-values. 


The objectivity associated with the P&F methodology enables an 
effective way of assigning scores based on various patterns. Below is 


the method of scoring followed for Point & Figure Performance 
Matrix. 


If there is a Double Top Buy and column is also ‘X’, it is a strong 
formation; hence, score given to such pattern is 2. But if column has 
turned to ‘O’ after buy signal but not generated a sell signal, it 
becomes a weak formation; hence, score given in such situation is 1. 
Refer image shown below. 
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Score: 2 Score: 1 


Image 7.1.1: Matrix score 


If there is Double Bottom Sell signal and column is also of ‘O’, it is 
a weak structure; hence, score assigned is -2. But if there is a column 
of ‘X’ after Double Bottom Sell signal that has not yet generated a 
buy signal, then score is -1. 


Score: -2 Score: -1 


Image 7.1.2: Matrix score 


But if there is no Buy or Sell pattern on the chart, then score 
given is 0. 


Score: 0 


Image 7.1.3: Matrix score 


Hence every stock can be scored based on the recent pattern as 
per the method explained above. Maximum score is 2 and the 
minimum is -2. It will be zero if there is no signal. Matrix calculates 


score on four different box-values and aggregates them. Stocks are 
ranked based on the total aggregate score. If signals are Double Top 
Buy along with column of ‘X’ on all four box-values, then the 
maximum score of 8 will be assigned, indicating strong bullish trend 
across box-sizes. If pattern is Double Bottom Sell signal on all four 
box-values, then score is -8, which is the lowest possible score, 
suggesting bearish structure. 


It is a very useful tool to analyse the performance of all stocks of 
a group or sector at a glance. The Box-values for the analysis will be 
user-defined to suit personal preference. Read the discussion on 
box-value for further information. 


Below is the Point & Figure performance matrix on 0.25%, 0.50%, 
1% and 1.5% box-values, based on the scoring method discussed 
above. 
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Image 7.1.4: Nifty all sectors Matrix score chart 


It can be seen from the image above that price patterns of 
Consumption, Pharma, Metal and MNC are bullish across the box- 
values, whereas Service sector and PSU banks seem to be under 
pressure. Further analysis can be performed on individual charts of 
sectors or Relative strength charts, which we will discuss in Chapter 
8. 


Similarly, stocks from a sector or group can also be viewed in the 
matrix format. Below is the image showing Performance Matrix of all 


stocks from the Nifty Metal index sector on 0.25%, 0.50%, 0.75% and 
1% box-values. 
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Image 7.1.5: Nifty metal index Matrix score chart 


A list of performing and non-performing stocks can easily be 
identified using this objective method. Individual analysis of stocks 


can be performed thereafter. Box-values shown in the example can 
be varied to suit the user. 


Score greater than 6 indicates bullish trend and below -6 
indicates bearishness. Stocks with maximum score display strength 
and also a possible exhaustion. Matrix also calculates the breadth 
based on the scoring of the stocks of a particualr group or Nifty 50 
stocks. Percentage of stocks above or below 0 in the group works as 
breadth indicator. If more number of stocks are in uptrend, it is a 
sign of underlying strength, but it is also a signal to be cautious about 
creating fresh positions. 


A score of zero on all box-values indicates a tight consolidation 
phase. Expansion or a strong trending phase is expected after such a 
tight congestion. Hence, such stocks should be analyzed further. 
Score will be zero if there is a Triangle or series of inside columns in 
a box-value. 


Formations on multiple box-values give an idea about price 
structure. Matrix is a very useful tool and helps us assess the 
performance of all stocks at a glance across different time frames or 
box-size. Remember, it is not an alternative or proxy for individual 
stock analysis. Trades cannot be placed on the basis of matrix and 
individual patterns should be studied for the same. 


Summary 


A 
Matrix is an advanced method of technical analysis that 


scores a chart based on the patterns. 


It calculates the total score of patterns across different box- 
values. 

8 and -8 are maximum readings. They indicate trend or 
exhaustion. 0 indicates congestion. 


7.2; SYSTEM DESIGN 


The discussion in this section will be of interest particularly to the 
people who are thinkers and prefer to design systems. We know that 
every P&F pattern is a combination of columns. A pattern or system 
can be designed by defining the columns and combinations. 


A column represents a trend. The major ingredient of a column is 
the number of boxes in it and the relation with its previous column. 
A simple Double Top Buy is a three-column formation where the 
most recent column is above the previous column of ‘X’. If we 
number the columns starting from right to left, meaning that most 
recent column is 0 (zero), then Double Top Buy occurs when the 
high of the box-price of column 0 moves above the high of the box- 
price of column 2. Refer image shown below. 


Double Top Buy Double Bottom Sell 
Image 7.2.1: Double Top Buy and Double Bottom Sell 


Same way, Double Bottom Sell signal is where low price of 
column 0 is lesser than low price of column 2. This is the basic P&F 
formation. Ask yourself if any other pattern can be defined 
objectively in a similar manner? 


Can you design a Triple Top or Triple Bottom pattern? Or, what if 
you need to define a column where there is no Buy or Sell pattern 
has been triggered? 


It can be done as follows: 

High price of column 0 < High price of column 2 
and 

Low price of column 0 > Low price of column 2 


By doing this, we can know the column where Buy signal is not 
yet triggered and we also know the level at which it will happen. A 
list of stocks with levels can be prepared in advance by designing and 
scanning this condition. 


We can define the setups further. For example, if you want to 
scan for buy setups with minimum reversal after the signal, then you 
can define the buy signal as shown above and insert another 
condition to define the number of boxes in column number 1. It can 
be kept at the minimum for identifying more affordable trade setup. 
This will be 2 in case of two-box reversal charts, 3 in case of three- 
box reversal charts and so on. So, a list of stocks can be generated 
where Buy and Sell signals have been triggered with minimum 
reversal. 


If you want to identify candidates where a Buy setup has traveled 
minimum five boxes after breakout, then condition “number of 
boxes after breakout signal."needs to be defined. The logical 
operands such as ‘And’, ‘Or’ and ‘Not’ kind of conditions can be 
utilized to define the relationship between two or more columns. 


For instance, think of a Triple Top Buy or Triple Bottom Sell as 
five-column pattern. Breakout has happened at column 0; one can 
tweak the rules of column 2 or 4 to define variations. A Pole is a 


four-column pattern. Question can come to mind, why five boxes 
after breakout and why not seven or three or any other number for 
that matter? And why 50% retracement and what about 61.80% or 
38.20% or any other number? It can certainly be designed. Below is 
the example of a High Pole with seven-column requirement and 
61.80% retracement. 


High price of column 1 > High price of column 3 
and 

Minimum number of boxes after breakout in column 1 are 7 
and 


Retracement to previous column at column 0 is 61.80% 


7 boxes after 
breakout 


61.80% 
retracement 


Image 7.2.2: Seven-box and 61.80% Pole 


A Bull Trap is a four-column setup, defined as Double Bottom 
Sell signal at column 0 and Double Top Buy pattern at column 1. 
Similarly, Bear Trap can be defined as Double Top Buy signal at 


column 0 and Double Bottom Sell at column 1. Follow-through 
formations are defined as basic signal after major patterns such as 
Poles, Traps or Broadenings. 
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Image 7.2.3: Pole Follow-through 
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Image 7.2.4: Trap and Broadening Follow-through 


A three- or four-column Triangle is defined as a series of inside 
columns. Breakout after Triangle and even failure like head fake can 
easily be defined. Refer image shown below. 
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Image 7.2.5: Triangle failure 


These formations are already built into the TradePoint software, 
but knowing the logic will make you design better and more 
advanced systems. A column reversal can also be utilized instead of 
basic signals. How about variation of Traps? I am sure you will easily 
be able to define it by now. The software provides ready to use 
features but designing a system on your own will make you enjoy 
P&F more. 


Any other pattern can also be customized in this manner. All that 
is required is the ability to observe and be creative. 


The advantage of designing is that it can be easily compared, 
back-tested and analyzed for the past performance. It can also be 
scanned to get a list of stocks fulfilling the criteria. 


Indicators are important part of system design. The combination 
of patterns and indicators can create interesting setups or systems. 


For example, a Double Top Buy can be filtered by adding another 
condition that column 0 is above the moving average line. Same way, 
add a condition of below average line at column 0 to filter Double 
Bottom Sell signals using the moving average line. Any other 
indicator instead of the moving average can also be used in a similar 
manner. Buy pattern when RSI is above 50 or when MACD is 
positive or when RSI is below 30 or CCI is above 100 or when 
Bollinger bands are rising or falling, etc., are examples of systems 
that can be designed. 


I know you might be thinking why am I explaining all these when 
software gives it ready-made. We are not programmers, we are 
traders, and that’s precisely the reason why I am explaining all these. 
It doesn’t require any programming or coding skills to design a 
system. All that is required is a simple logic that only a trader can 
know. There are many software sellers selling their magical 
indicators and it is easy to fall prey to them thinking that the smart 
Buy-Sell signals that they generate can help make tons of money. 
Never ever trade any system, unless you are aware of all its 
ingredients well so that you understand its behavior. 


This knowledge has helped me design so many patterns on my 
own. We keep coming across new things and if we can learn to make 
it objective we can make best use of the varied knowledge base or 
information. Let me give you an example. Three advancing soldiers 
and three black crows are popular candlestick formations that 
suggest exhaustion. Three consecutive bullish or bearish candles 
define this candlestick setup. Similarly, three consecutive trends can 
be defined in P&F that suggests some exhaustion in the near term. 
Image 7.2.6 shows the three consecutive columns without a reversal 
signal in between. 


Three consecutive columns 


Image 7.2.6: Soldiers and crows 


Columns 0, 2 and 4 should have Buy signals and 1 and 3 shouldn’t 
have signals to define bullish three-consecutive trend setup. Sell 
signal in columns 0, 2 and 4 and absence of Buy signal in column 1 
and 3 define bearish three-consecutive column setup. 


Any price setup that one comes across can be designed if it can 
be clearly defined. Take the Wolfe wave pattern for instance. Wolfe 
wave, which is named after Bill Wolfe and Brian Wolfe, is a five-wave 
pattern where the fourth wave enters into the territory of the first 
wave. It can be designed using P&F columns as shown below. 


Bearish Wolfe Wave 


Image 7.2.8: Bearish Wolfe Wave 


It doesn’t capture all Wolfe waves and they are not valid at all 
times. It is difficult to define such type of pattern completely, but it 
can help one to get the list of probable candidates to verify it with 
pattern rules. I borrowed this knowledge from Wolfe waves and 
designed P&F WW formation. If you apply your mind, a Wolfe wave 
formation is nothing but a variation of bullish pattern reversed and 
bearish pattern reversed. 


Let me give you some homework. See harmonic patterns in the 
image shown below. 


Image 7.2.9: Harmonic patterns 


Can this be designed on P&F? Harmonic patters are reversal 
formations and can complement a price-following technique like 
P&F. The key is to view them on higher box-value charts such as slot 
3 or 4 using the High—Low plotting method. 


They are not exactly Harmonic or Wolfe wave patterns and 
purpose of showing them is to demonstrate the possibilities of 
designing any kind of price structures. However, trades can be 
initiated based on P&F patterns when a Wolfe waves or Harmonic 
patterns are identified in the usual candlestick or bar charts. They 
tend to complement each other. 


The possibilities are infinite. Any price behavior that one 
observes, or imagines can be designed, tested and scanned. Another 
advantage is that you spend time thinking about your observations 
so that you can design them and make it objective to the most 
possible extent. Celebrate the power of your imagination. 


Summary 


P&F has given us opportunity to distribute price moves into 
boxes, which can be measured, defined and designed. 


Any observation can be made objective using P&F. 


Chapter 8 


RELATIVE STRENGTH 


The concept of Relative Strength is very popular and although much 
written about, it is truly underutilized by market participants. It is a 
very simple and effective method of measuring performance of an 
instrument. Don’t confuse it with RSI indicator due to similarity in 
name; they are entirely different concepts. 


Whether it is investing, position trading, short-term trading or 
even intraday trading, strength analysis is the most important for all 
types of traders and it can improve the performance of their trading 
methods significantly. 


Ratio Chart 


If we divide the price of one instrument with that of another, what 
we get is a ratio of those two instruments. For example, if Bank Nifty 
is trading at 20000 and Nifty at 10000, if we divide the former by 
latter, we get a ratio of 2. It is the ratio of one price to another for 
that particular period. This way, the ratio of two instruments can be 
derived on regular basis and plotted on a chart. It will look similar to 
usual line chart plotted by connecting two prices. 


Figure shown below is the daily Ratio chart of Bank Nifty to 
Nifty. 


Bank Nifty / Nifty Ratio chart 
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Figure 8.1.1: Bank Nifty/Nifty daily Ratio chart 


The ratio line shown in the chart can also be analyzed the way we 
do price, but understand what it represents. The rising or falling 
lines are not showing the trend of the price, but of the ratio line. 


For ratio line to go up, instrument used in the numerator will 
have to produce a bigger reading than the denominator. Hence, 
rising ratio line indicates that numerator is outperforming the 
denominator and falling ratio line indicates that it is 
underperforming denominator. Note that outperformance doesn’t 
necessarily mean that numerator is rising and denominator is falling. 
It is just outperformance when former is rising more than latter or 
falling less than it. 


The ratio of two instruments may remain in a range over a period 
of time. Mean reversion techniques can be effectively implemented 
in such scenarios. But this way, we can easily analyse the 
performance of one instrument with another. The concept is 
fascinating. 


P&F Relative Strength 


The ratio chart shown above can be plotted with Point & Figure 
construction method as well. The formula of P&F Relative strength 
charts is as follows: 


P&F Relative Strength = (Scrip 1/Scrip 2) x 100 


All methods and patterns that we have discussed till now are 
applicable to the P&F relative strength chart also. 


Below is Bank Nifty/Nifty 50 Relative strength chart plotted 
using 1% x 3 parameters. 
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TradePoint: wvav.definedge.com = 
Figure 8.1.2: Bank Nifty/Nifty 1% x 3 daily Relative Strength Point & Figure chart 


Above chart shows the performance of Bank Nifty against Nifty 
for about 3 years. A to B represents the performance in the year 


2013, B to C is 2014 and C to D captures 2015. 


Now that we have a ratio in the P&F format, all methods 
applicable to P&F charts to perform price analysis can also be used 
on RS charts for performance strength analysis. 


There are three distinct uses of a P&F Relative Strength chart. 


1. Identify Strength and Weakness 


It is always advisable to get rid of underperformers from the 
portfolio and ride the strength. Strong stocks become stronger in 
Uptrend as trend matures and resume the trend soon after 
corrections. Weak counters will be beaten hard during corrective 
phases making the portfolio bleed and underperform the overall 
market. A strength-centric portfolio would deliver better returns 
over a period. 


If denominator in a Relative Strength chart is a broader market 
index such as the Nifty 50, then the chart will show the performance 
of numerator instrument against it. Numerator can be an individual 
stock or sector or any other instrument for that matter. 


Let me explain to you the importance of Relative Strength. Indian 
markets have witnessed a massive rally after the NDA government 
came into power in May 2014. Nifty gained by ~18% from April 2014 
to December 2015. Many stocks witnessed sensational runs and 
outperformed the broader markets significantly during this period. 
But there were weak or underperforming stocks and sectors too. 
Many stocks have fallen by more than 50—60% during this period. 
The likes of Cairn, Aban and JP Associates are a few names in this 
category. This happens during every up and downtrend. Stocks 
behave according to the macro- and micro-factors associated with 
the company and the sector. The focus should be on riding the 


strengths and discarding the weaknesses. It is said that stocks must 
be treated like employees, fire them if they don’t perform! 


A. Top-Down Approach 


Every P&F technique that we have discussed including trend lines 
and counts is applicable on Relative Strength charts also to analyse 
the strong-performing stocks and sectors against the benchmark. 
They can be traded based on the setups of their individual charts. 
Bullish setup of strong RS charts and Bearish setup of weak RS charts 
add another dimension to the pattern trading. 


Trend and patterns of Point & Figure charts help in analyzing 
these charts. Below are the box-value slots for P&F Relative strength 
charts: 

Slot 1: 0.25—0.50% 

Slot 2: 0.50-1% 

Slot 3: 1-2% 

Slot 4: 2% and above 

The method of reading box-values in each slot remains same. The 
trend that column displays is more important in slot 3 & slot 4 charts 
and combination of patterns becomes more important in slot 1 & 2 
charts. 

Sector performance can be compared against the broader market 
index to assess their relative performance. Figure shown below is 


daily 0.50% x 3 P&F Relative Strength chart of Pharma index against 
Nifty. 


Nifty Pharma / Nifty 0.50% PAF Relative Strength chart 
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Figure 8.1.3: Nifty Pharma/Nifty 0.50% x 3 daily Relative Strength Point & Figure chart 


Pattern A is Bear Trap. Pattern B is two consecutive Triangles 
that display prolonged congestion. Pattern D is High Pole, followed 
by Bear Trap at pattern E. Pattern F is another Triangle at the top. 
Pattern G is a Triangle and bullish Double pattern followed by rising 
ratio. Pattern H is timely occurrence of bullish pattern reversed. 


So we read it as a price chart and find opportunities based on 
patterns, but here we analyse the strength. The patterns on Sector RS 
charts tell us about the performance of the sector against the 
benchmark. Bullish patterns indicate outperformance and bearish 
patterns suggest weakness or underperformance. 


Below is the same chart plotted with 1% and 1.5% box-value. 


Nifty Pharma / Nifty 1% x 3 P&F Relative strength chart 
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Figure 8.1.4: Nifty Pharma/Nifty 1% x 3 daily Relative Strength Point & Figure chart 


Only basic formations are marked. It is to demonstrate what kind 
of information to study from charts of different slots. Even a column 
reversal becomes important in this chart. 45-degree trend lines can 
also be applied on it. Figure shown below is the same chart plotted 
with 1.50% box-value. 


Nifty Pharma / Nifty 1.50% x 3 P&F Relative strength chart 
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Figure 8.1.5: Nifty Pharma/Nifty 1.50% x 3 daily Point & Figure Relative Strength chart 


A trend or strength can be known by the column analysis itself. 
By looking at various charts, the view and strength analysis for long 
term, medium term, short term, etc., can be performed. 


Sector performance analysis gives an idea of sectors that are 
performing and underperforming across various time horizons. 
Once the interesting opportunities in sectors are found, performance 
of the sectors ingredients can be analyzed in a similar manner. You 
need to increase the box-values in each slot when stocks are viewed. 


Below are the 1.5% x 3 P&F Relative Strength charts of the stocks 
from the Pharma sector plotted against the Nifty Pharma index 
during the same period. 
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Figure 8.1.6: Pharma stocks/Nifty Pharma Relative Strength Point & Figure charts 


The performance of stocks against the Pharma index can easily 
be observed on the charts shown above. As can be seen in the RS 
chart of Pharma against Nifty, the sector outperformed the broader 
market index till September 2015, which is the earlier period of the 
chart. The above image displays the stocks that outperformed the 
sector during the same period. It can be seen that Auro Pharma, 
Divis Labs and Glenmark were among leaders. The left side of 
Pharma Relative Strength chart indicates weakness and it can be 
seen from the image above that Sun Pharma and Glaxo are currently 
leading that fall. So this way, you get to know of the stocks which are 
outperforming in an outperforming sector! 


Top-down approach = Sector to Broader market index -> Stocks 
to outperforming sector -> Individual P&F analysis of leaders of the 
outperforming sectors. 


If I go to lower box-values, 45-degree trend line breakout and 
anchor columns would provide some early signs. The Pharma sector 
is shown as an example; these factors are applicable to any sector. 


The formations in the Relative Strength charts help in knowing the 
state of the markets and the outperforming industries. You may wish 
to select just one box-value and view the setups on it accordingly. 
P&F chart removes noise of the ratio lines and produces clear setups. 


B. Against Broader Market Index 


Sector analysis gives idea about general trend and the trending 
industries. Strong stocks in those sectors can be identified by 
plotting RS charts of stocks against the sector index and broader 
market index Nifty or Sensex. 


Stocks in the same manner can be viewed against Nifty as well, to 
analyse the strength of the stocks against broader market index. 


Figure 8.1.7 is a 1% x 3 P&F Relative Strength chart of Tata Steel 
against Nifty. 


Tata Steel / Nifty diy 1% x 3 PAF Relative Strength chart 
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Figure 8.1.7: Tata Steel/Nifty daily 1% x 3 daily Relative Strength Point & Figure chart 


The story of price performance of Tata Steel of couple of years 
can be gauged easily looking at the chart shown above. 


45-degree lines and anchor column are nice tools to analyse the 
Relative Strength chart. They provide some early signs of strength or 
weakness in the price. Follow-through to anchor columns is a 
sensible approach, hence setups like Anchor Tops and Bottoms, ABC 
and Super Pattern work well on RS charts as well. 


Observe 1% x 3 RS P&F chart of Maruti/Nifty. 


Maruti / Nifty 1% x 3 P&F Relative Strength chart 
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Figure 8.1.8: Maruti/Nifty daily 1% x 3 daily Relative Strength Point & Figure chart 


The anchor columns indicate the strength in the counter. Pattern 
retest, ABC and 45-degree lines from Mini Bottoms are patterns that 
help us know the strength in the stock. Price of stock increased more 
than five times in the next 3 years. 


The strength of the stock is known better when markets correct. 
Stocks that show relative strength when the markets correct, tend to 
do well when markets recover. One should always embrace 
corrections and pull-backs because a buy signal in RS charts when 


markets are in corrective mode indicates potential upside in the 
stocks when the trend resumes. 


Henceforth, make it a point to check the relative strength chart of 
stock against Nifty before buying it. Ignoring the bullish formations 
of a stock chart during its period of underperformance and looking 
for it when it is outperforming the broader market is a logical and 
effective approach. Trade the formations of the individual charts in 
the direction of the Relative Strength chart. Price breakouts coupled 
with Relative Strength breakouts are the key to identifying potential 
out-performers. 


In the same way, weakness can also be analyzed and traded. 
Shorting the weak counters is more profitable when broader market 
corrects. It will offer better risk—reward trades than shorting the 
stronger counters. Pattern studies of individual stocks certainly play 
an important role. Remember, trades are placed based on study of 
the individual charts. Relative Strength helps in finding where to 
fish. 


Trading based on Relative Strength chart is altogether a different 
technique, as explained below. 


2. Pair Trading 


Relative Strength chart is plotted with ratio line of two instruments. 
Both the instruments need to be traded if one wants to trade Relative 
Strength chart patterns and formations. 


A Double Top Buy or appearance of ‘X’ in P&F RS chart indicates 
that numerator price is performing better than denominator. Hence, 
both the instruments are traded simultaneously in opposite 
directions to trade these charts. If the bullish signal of this chart has 
to be traded, then numerator should be bought and denominator 


should be shorted. This is how we buy a Relative Strength chart. 
When a Relative Strength chart produces bearish setup, it can be 
sold by trading short the numerator instrument and trading long the 
denominator. 


The approach is also known as pair trading where two stocks are 
traded simultaneously. Relative Strength chart is one of the best 
methods to initiate pair trades. 


All techniques of trading and analyzing the P&F chart are 
applicable to P&F RS charts also but the pair is traded instead of a 
single instrument. Note that a pair should always be value-neutral. 


Figure shown below is daily 1% x 3 P&F Relative Strength chart 
of BPCL against ONGC. 


BPCL / ONGC 1%x 3 P&F RS chart 
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TradePoint: vwav.definedge.com 


Figure 8.1.9: BPCL/ONGC daily 1% x 3 Relative Strength Point & Figure chart 


Chart is in Uptrend, as shown by 45-degree lines. Fresh Double 
Top signals are marked in the chart. Buy signal above trend line is a 


bullish signal that can be traded by buying BPCL and selling ONGC. 
The trade shall remain open unless Sell signal is triggered in the 
chart. 


Displayed below is the daily 3% x 3 P&F Relative Strength chart 
of Dr. Reddy versus Auro Pharma. 


Dr Reddy / Auro Pharma 3% x 3 P&F RS chart 
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Figure 8.1.10: Dr. Reddy/Auro Pharma daily 3% x 3 Relative Strength Point & Figure chart 


The above chart indicates underperformance of Dr. Reddy in 
relation to Auro Pharma since May 2013. There are two Fresh Sell 
signals besides long anchor columns in Downtrend. The numerator 
in this chart — Dr. Reddy should be sold and Auro Pharma, the 
denominator should be bought when a sell signal is triggered in the 
chart. Both stocks were in Uptrend during the maximum part of the 


chart period but returns of Auro Pharma were significantly higher 
than that of Dr. Reddy showing clear outperformance. 


Now, when Auro Pharma was numerator, the stock has really 
performed. Below is the same chart with reverse sequence: Auro 
Pharma is numerator and Dr. Reddy is denominator. 


Auro Pharma / Dr Reddy 3% x 3 P&F RS chart 
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Figure 8.1.11: Auro Pharma/Dr. Reddy daily 3% x 3 Relative Strength Point & Figure chart 


Chart is bullish and is an exact opposite of the earlier one. Bullish 
signals will be traded here, which is executed by trading long in Auro 
Pharma, being numerator, and taking short positions in Dr. Reddy. 
So the trades remain same. 


Relative Strength chart turns bullish when numerator is 
outperforming and bearish when numerator starts underperforming. 


Figure shown below is daily 1% x 3 P&F Relative Strength chart 
of Maruti against Tata Motors shown with trend lines and counts. 


Figure 8.1.12: Maruti/Tata Motors daily 1% x 3 Relative Strength Point & Figure chart 


P&F count is an effective tool to be applied on Relative Strength 
charts for pair trading. 


3. Inter-Market Analysis 


The relationship between various asset classes such as Bonds, Stocks, 
Commodities and Currency is very well explained by John Murphy 
in his seminal work, “Inter-market analysis.” It’s a wonderful book 
and is a must-read to understand the inter-relationship of global 
market behavior and the impact of changes in interest rate and 
inflation on them. He plotted ratio charts of two instruments to 
understand the behavior. It is possible to do it using P&F charts as 
well and perhaps in a better manner. 


Figure shown below is 1% x 3 RS P&F chart of FMCG sector 
index chart plotted against Metal index. 
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Figure 8.1.13: Nifty FMCG/Nifty Metal daily 1% x 3 Relative Strength Point & Figure chart 


Rising prices and bullish formations above bullish trend line 
suggest that consumer staples are doing better than the cyclical 
metal sector stocks. Falling prices indicate that one should shift 
focus to the cyclical sector, which would improve the performance 
of the portfolio. 


3 RS P&F chart of MCX Gold chart 
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Figure shown below is 3% 
plotted against Nifty 50. 


MCX Gold / Nifty 50 3% x 3 Point & Figure chart 
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Figure 8.1.14: MCX Gold/Nifty daily 3% x 3 Relative Strength Point & Figure chart 


Date and patterns are displayed in the chart. Bullish formations 
suggest that yellow metal is doing better than Nifty and bearish 
formations indicate that equities are a better place to be. 


Figure 8.1.15 is a 2% x 3 RS P&F chart of Nifty 50 index plotted 
against Nasdaq 100. Observe P&F formations during all three phases 
shown in the performance chart. 
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Figure 8.1.15: Nifty/Nasdaq 100 daily 2% x 3 Relative Strength Point & Figure chart 


Figure 8.1.16 is a 2% x 3 RS P&F chart of Gold plotted against 
USDINR. 
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Figure 8.1.16: Gold/USD INR daily 2% x 3 Relative Strength Point & Figure chart 


Pattern A is a Fresh Buy formation that occurred during early 
2009. Pattern B is a Bear Trap and Triangle failure formation. Pattern 
C is a Fresh Sell signal triggered in September 2011, suggesting that 
the currency is getting stronger than the metal. Pattern D is a Bull 
Trap and failure of Triple Top Buy formation. Pattern E is a bearish 
continuation Triple Bottom Sell signal. 


P&F analysis on RS charts can prove very effective method of 
analyzing the flow of money. Chart of any asset class against another 
can be plotted to see which asset class is moving and where the 
economy is heading. 


Stock elected from strong-performing sector is likely to perform 
better compared to stock from weak sector. Similarly, stock of 
underperforming sector is likely to fall more and better shorted as 
opposed to the one from strong or stable sector. One would want to 
build portfolio in Uptrending market, but it would be better if the 
portfolio consists of stocks that are outperforming the markets, and 
quickly shy away from underperforming stocks. Relative strength is 


the best method of evaluating the strength or weakness and to stay 
with the leaders. 


Ratios are the best charts to apply mean reversion techniques. 
But they trend as well, and P&F patterns are a most useful tool to 
trade their breakouts. 


Relative Strength Matrix 


We discussed performance matrix and the method of assigning 
scores in the earlier section. The performance matrix captures the 
performance of individual stocks or a index or any other instrument. 
Relative strength performance matrix can be built in a similar 
manner to score patterns on the RS charts, as depicted by the table in 
Figure 8.1.17. These matrix tables can be generated using the 
TradePoint software. 


OQ 


5% 0.75% 


HDFCBANK 
HINDUNILVR 
BAJAJ-AUTO 
BOSCHLTD 
MaM 

OC 
ICICIBANK 
BHARTIARTL 


2 
2 
2 
2 
2 
0 
0 
-2 
2 
2 
2 


HVILVİÍLVÍLVÍLÍSIÍNİNİNİNİN 


Figure 8.1.17: Relative strength matrix chart 


A group of stocks forming part of an index or sector can be 
benchmarked against another instrument, Nifty in this example. The 
relative performance is assessed across different box-values and 


entire performance can be viewed at a glance in the above matrix 
table. To keep it simple, don’t invest in stocks that have a score less 


than 0. 


Summary 


A 


P&F chart removes noise of the ratio lines and produces 
clear setups. 


P&F methods applicable for price analysis are also applicable 
on RS charts for strength analysis. 

Top-down approach is the sensible way of finding out stocks 
that are leading the outperforming sectors. 


45-degree lines and Anchor column are very useful tools on 
RS charts. 


Price breakouts coupled with Relative Strength breakouts are 
potential out-performers. 


Inter-market analysis and pair trading are made very 
effective with P&F RS charts. 


Stock against broader market index should be viewed before 
individual analysis. Dump what is bearish on RS chart. 


Chapter 9 


BACK-TESTING 


The biggest advantage of Point and Figure patterns is that they are 
objective in nature. Hence, they can be easily back-tested to analyse 
past performance, but the task is not very easy, given the multiple 
parameters to plot in P&F charts. This chapter deals with these 
difficulties and we test the P&F patterns from different perspectives. 


P&F charts are mainly plotted using two methods: closing price 
and High-Low price. There are 3-box reversal charts and other 
charts. This section is divided into four parts. The first deals with the 
closing price method; second with the High-Low method; third with 
other reversal values and the fourth section talks about testing on 
Nifty. 


The testing essentially gives us a general idea about past 
performance. Realize that the markets are so dynamic that time 
there could always be some element that can ruin even well-tested 
setups. Back-testing is a tool to develop our market understanding. 
Analyzing the past occurrences can improve our understanding of 
setups and market behavior. More importantly, back-testing gives us 
the much needed conviction and confidence in using the patterns 
and the method. 


The approach I am adopting here is to test the performance of 
patterns. They are not trading systems; hence, slippages or any other 


charges are not considered while testing, so the numbers are gross. A 
period of 20 years starting from 1st January 1996 to 31st December 
2015 or listing date, whichever is earlier, is considered for testing the 
setups. The back-testing was conducted over the universe of 500 
stocks forming part of the Nifty-500 index as on 31st December 
2015. It is the largest group available in National Stock Exchange and 
includes most of the stocks of different groups and sizes so that we 
can have a sufficiently large and diverse sample size. Bullish and 
Bearish patterns are shown separately so that both can be analyzed 
independently. Open trades are not considered for tests. 


The following columns are presented in the back-testing tables. 


Occurrence: Number of times pattern has occurred. It can vary as 
per the exit criteria defined. 


Average return: Gain or loss generated per occurrence. 


Risk—reward ratio: Average profit of all successful trades divided by 
average loss of all failed trades. It shows the reward generated against 
the risk of 1 point or 1-rupee. 


Success ratio: Ratio of occurrences that resulted in a positive 
outcome. It is also known as gain—loss ratio or hit ratio. 


Expectancy: While performing tests on pattern occurrence, success 
rate alone is not sufficient to evaluate. A pattern can have lesser 
winning rate but be more rewarding over a period due to higher 
risk—reward rate. Hence, outcomes must be evaluated based on 
expectancy; its formula is as follows: 


Expectancy: (Success Ratio x Risk-Reward Ratio) - Failure Ratio 


The failure ratio is the percentage of occurrences that resulted in 
negative outcome. Expectancy basically indicates whether a strategy 
is profitable or not. In simple words, if the success rate of any 


strategy is 80% but risk—reward is 0.20, then it is not a profitable 
strategy, simply because 0.20 paise is made 8 times and 1 rupee is 
lost twice, which will generate negative expectancy. So success rate 
alone or risk—reward for that matter is not sufficient to analyse the 
performance. Positive expectancy helps in identifying workable 
strategies. 


9.1: CLOSE-ONLY METHOD 


Before we analyse the testing results, it is important to understand 
that for back-testing with closing price method, the box-price that 
qualifies the pattern is considered as an entry price. It may differ 
from actual price because it gets updated at the end of the day and it 
also doesn’t take gaps into the account. So the results derived from 
testing may vary from actual trading results. This should be kept in 
mind while analyzing the test results and hence they should be taken 
with a pinch of salt. But testing helps us in gaining broader 
perspective about the performance of various patterns. 


Let’s begin with basic Point & Figure strategy. Table 9.1.1 shows 
back-testing numbers of basic bullish strategy, which is defined as 
Double Top Buy as an entry pattern and Double Bottom Sell as the 
exit formation. There are various box-values with which P&F charts 
can be plotted. Ten different box-values were considered, which 
were round numbers and sufficient to provide a broad idea. As stated 
earlier, testing is conducted on 500 stocks over 20 years of daily 
closing prices. 


Table 9.1.1: Back-tested numbers of P&F bullish basic strategy on Nifty 500 stocks over 20 
years of daily closing prices 


Chart Average Risk-Reward 
A Ret ti ecta 
Parameter Occurrence eee ee Ratio Success Ratio Exp ney 


| 0.25%x3_ | 133.92 | 6.47% | saa | 54.29% | 250 | 
| 0.50%x3 | 92.94 | 7.91% | 499 | 53.02% | 218 | 
| 0.75%x3_ | 68.34 | 9.58% |  4s7 | 52.16% | 2065 | 
| 1.00%x3 | 52.67 | 1145% | 49o | 5.45% | 203 | 
| 1.25%x3 | arsı | 13.51% | sos | sosa% | 20s | 
| 1.50%x3 | 3428 | 15.64% | s11 | 49.87% | 205 | 
| 1.75%x3_| 28.54 | 18.66% | S42 | 49.14% | 215s | 
| 2.00%x3_ | 24.16 | 22.09% | 5.92 | 48.28% | 234 | 
| 3.00%x3 | 13.55 | 410s% | 7.73 | 47.36% | 313 | 
| 5.00%x3 | 634 | 97.43% | 10.86 | 5o19% | 49s | 


Entry pattern: Double Top Buy 
Exit pattern: Double Bottom Sell 


4. 
S 


Average occurrence is the average number of times the pattern 
has occurred over 500 stocks. Average return per occurrence 
increases with an increase in the box-value. This highlights the 
importance of simple breakouts on higher box-value charts. 
Expectancy is positive across the box-values, indicating the 
significance of consistently following the breakout strategy. 


Table 9.1.2 shows the testing result of Bearish basic P&F strategy, 
meaning Double Bottom Sell as an entry pattern and Double Top Buy 
as exit formation. 


Table 9.1.2: Back-tested numbers of P&F bullish basic strategy on Nifty 500 stocks over 20 
years of daily closing prices 


AN erage Average Return ore Success Ratio Expectan 
Parameter Occurrence £ Ratio P y 


| 0.25%x3_ | 234.15 | 3.34% | so | 50.39% | 131 | 
| 0.50%x3 | 93.04 | 3.39% | 3o06 | 47.58% | 093 | 
| 1.00%x3 | 52.68 | 3.29% | 247 | 4478% | oss | 


| 1.25%x3 | ans2 | 311% | 229 | 43.77% | oas | 
| 2.50%x3 | 34.20 | 2.82% | 215 | 42.61% | 034 | 
| 1.75%x3 | 28.54 | 2.57% | 201 | 42.31% | 027 | 
| 2.00%x3 | 2418 | 232% | 191 | 4186% | 022 | 
| 3.00%x3 | 1363 | 109% | 164 | 40.60% | 0.07 
| 5.00%x3 | 6.46 | -2.29% | 132 | 39.33% | -009 | 


Entry pattern: Couble Bottom Sell 
Exit pattern: Double Top Buy 


Though most of the box-values display positive expectancy, short 
setups are not as effective especially in higher box-value charts. This 
is because the inherent nature of the market is bullish and India has 
not seen a long-term structural bear market during the testing period 
of 20 years. It highlights that using exactly the opposite of what 
works for longs may not necessarily work for shorts. The numbers 
also suggest that bearish patterns on higher box-values are quite 
lagging; trader should prefer lower box-values while considering 
bearish setups. There is another reason for lackluster performance of 
bearish trades on higher box-values which is that the stock’s 
downside is capped at zero which is the maximum possible outcome 
in a short trade. So, return-wise performance may not be as 
impressive compared to bullish trades. 


Poles are reversal formations and can be utilized as an exit 
pattern. Table 9.1.3 presents the results to analyse when pole 
formation is considered as an alternative exit pattern to basic signals. 


Table 9.1.3: Back-tested numbers of P&F basic strategies when Pole is applied as alternate 
exit on Nifty 500 stocks over 20 years of daily closing prices 


Average Risk-Reward 
è Success Ratio | Expectancy 
Return Ratio 


5.65% 
6.68% 


sso | 66.08% | 

| 464 | 62.79% | 
7.87% | 430 | 60.78% | 
| 15.97% | 453 | 55.24% | 
| 54.78% |  6ss | 55.96% | 


Long Entry pattern: Double Top Buy 
Long Exit pattern: Double Bottom Sell or High pole 


Parameter Occurrence Return Ratio 

0.50% x3 
| 0.75%x3 | 81.59 | 3.68% | 272 | 53.73% | 1.00 | 
| 1.00%x3 | 62.20 | 3.70% | 2.45 | 5187% | 0.79 | 
| 1.25%x3 | 49.10 | 3.68% | 227 | 50.36% | 065 | 
1.50% x3 
| 1.75%x3 | 3310 | 345% | 199 | 48.12% | 0.44 | 


Short Entry pattern: Double Bottom Sell 
Short Exit pattern: Double Top Buy or Low Pole 


Hit ratio improves when Poles are used as exit criteria. It 
increases the number of trades but also improves the average return 
per occurrence; therefore, it is effective especially for bearish setups. 
Thus, Low Pole as an exit tool for short trades should prove an 
effective method. 


Using High Pole or low pole as an exit criteria along with any 
trend filtration tool would yield much better performance of these 
basic patterns. This is just an idea to explore further. 


Column reversal is the most basic P&F formation. A question that 
would come to mind is: Can’t a trader follow a simple strategy of 
trading upon column reversal? It may be difficult to implement such 
a strategy on lower box-values due to higher impact cost. But it is 
feasible on higher box-values. 


Table 9.1.4 shows the test conducted for column reversal trading 
strategy. Box-values above 1% are displayed because of better 
feasibility. 


Table 9.1.4: Back-tested numbers of P&F column reversal strategy on Nifty 500 stocks over 
20 years of daily closing prices 


Chart Average Average |Risk-Reward| Success 
A X Expectancy 
Parameter | Occurrence Return Ratio Ratio 
1.00%x3 | 232.35 5.82% 60.62% | 3.53 | 
1.25%x3 | 186.89 6.24% | 5.98 | 57.57% | 3.02 | 


| 1.50%x3 | 153.95 | 6.69% | 5.59 | 55.56% | 2.66 _| 
| 1.75%x3 | 129.28 | 7.15% | 5.35 | 54.14% | 2.44 | 
| 5.00%x3 | 30.53 | 17.47% | 571 | 46.22% | 210 | 


Long Entry pattern: Positive Column Reversal 
Long Exit pattern: Negative Column Reversal 


Chart Average Average |Risk-Reward Success 

x a Expectancy 
Parameter | Occurrence Return Ratio Ratio 
1.00%x3 | 232.48 | 3.88% 57.94% | 2.29 | 
1.25%x3 | 187.08 3.87% 54.38% 


1.50%x3 | 154.15 51.91% 
1.75%x3 129.48 3.80% | 3.48 | 49.81% | 123 | 
2.00%x3 | 110.31 3.74% | 3.25 | 48.16% 


3.00%x3 | 64.39 | 3.54% | 268 | 44.52% | 0.64 | 
5.00% x3 40.22% | 0.26 | 


Short Entry pattern: Negative Column Reversal 
Short Exit pattern: Positive Column Reversal 


Tests of bearish setups would improve if trend filtration is 
applied along with column reversal. 
Pattern Performance 


Below is the pie chart showing the occurrences of all P&F patterns 
except basic signals during the period of 20 years. 
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Bearish Pattern Occurrence 
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Image 9.1.1: Bullish and Bearish pattern occurrence pie chart 


The chart shows that Traps and Poles are patterns that have a 
higher frequency of occurrence. I have considered all the major 
patterns that we have discussed in the pattern segment. Failure of 
Triangle and Pole is also considered simply because, as mentioned in 
the pattern segment, failure is a pattern and immediate failure of one 
pattern becomes another pattern. The pattern chart shown below 


can be referred to refresh your understanding of each pattern. 
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Image 9.1.2: Picture of bullish patterns shown in back-testing table 


Tripte Bermom tell 


MgA Pole Bearish 100% pole low pole falbure 3 col Wiangle breakout 4 col triangle brekaout 4 col trinagic faire ol riengie failure 2401 td Oot e Moesen ng 
€ doo r: {w 


Image 9.1.3: Picture of bearish patterns shown in back-testing table 


Pattern failure rules explained in the pattern segment are 
followed for testing them. For back-testing, a three-column Triangle 
is considered based on 50% column rule, explained in Chapter 2. 
Triangle breakout in subsequent column is also considered for 
testing. Sell signal after triangle breakout is considered as Triangle 
failure, which is also an entry signal. 


The work on P&F would be incomplete without presenting the 
test results of patterns. But it is not an easy task, because there are 
multiple box-values and it is practically quite difficult to present the 
results spanning so many tables, showing the test results of each 
pattern. Moreover, it would be impossible to analyse so many tables. 
But it is important to test them on different box-values to analyse the 
consistency of pattern performance. So, for longs trades, each 
pattern is tested over eight different box-values: 0.25%, 0.50%, 
0.75%, 1%, 1.25%, 1.50%, 1.75% and 2% on daily time-frame charts 
of Nifty 500 group of stocks. Based on the learning from the earlier 
testing that bearish trades should not be taken on higher box-values, 
for short trades, only the first four box-values have been considered 
for test purposes. This way, sample size becomes significant to 
analyse the results. Average numbers of testing across the box-values 
are shown in the tables and total occurrences in all the box-values 


put together are presented. The average of profitable trades are 
divided by the average of losing trades to calculate the risk—reward 
ratio. Importantly, average box return is shown in the tables to 
remain relevant and consistent across the box-value. Meaning, if 
average box return is 10, it has produced 2.5% average return on 
0.25% box-value chart and 10% on 1% box-value chart. 


For testing, the entry points are patterns shown in the above 
images. But testing can be conducted based on exit criteria. Table 
9.1.5 shows the performance of bullish patterns when exit criterion 
is basic P&F Double Bottom Sell signal. 


Table 9.1.5: Back-tested numbers of bullish P&F patterns on Nifty 500 stocks over 20 years 
of daily closing prices with Double Bottom Sell as exit criteria 


Total Average box 

| 618s | 
| sas | 253 | 
| 555 | | 239 | 
533 | | 234 | 
| 518 | | 232 | 
545 | 51.30% | 231 | 
| 458 | 57.81% | 223 | 
| 442 | 5301% | 214 | 
| 4.56 | 5449% | 203 | 
| 424 | 5712% | 199 | 
Triangle Failure-3 col | 13392 | | 442 | 5a49% | 195 | 
480 | sos2% | 193 | 
riangle Failure - 4 col 
| 399 | 55.99% | 179 | 
earish Pattern Reversed | 426 | 52.36% | 176 | 


Patterns are shown in order of efficiency. What is important to 
observe in the above table is the positive expectancy in all the 
patterns. Bullish Broadening, Double Broadening and 100% Pole have 


produced maximum average return boxes. 


Table 9.1.6 shows test results of bearish P&F formations. 


Table 9.1.6: Back-tested numbers of bearish P&F patterns on Nifty 500 stocks over 20 years 
of daily closing prices with Double Bottom Sell as exit criteria 


eS ae 
Occurrence return Ratio Ratio P 1 
Triangle Breakout- 4col_ | 20117 | 7.64 | 3.94 | 45.66% | 125 | 
Diagonal Triple Bottom | 13753 | 694 | 34s | 44.99% | 101 | 
catapultsell | 2235 | 793 | 329 | 4694% | 10 | 
Triangle Breakout-3col__| 26782 | 6.95 | 3.26 | 46.09% | 096 | 
Quadruple Bottom sell | 1056 | 720 | 311 | 46.59% | 092 | 
(tow Pole Failure | 26939 | 827 | 2s4 | 5267% | 0.86 | 
Tiplesottomsen | as7 | 63 | 29s | assu [ oss 
r e | esi [a T a 
[Bearish Broadening | 18742 | 783 | 235 | 52.93% | 078 | 
[Bult Trap | 90926 | 710 | 249 | 5o30% | 0.76 | 
[Bearish 100% Pole | asse1 | 753 | 224 | 5342% | 073 | 
Bearish Double Broadening | 2670 _ | 7.10 | 218 | 53.30% | 0.69 | 
[Bullish Pattern Reversed | 24471 | 5.99 | 236 | asao% | 063 | 


Bearish breakout formations generate positive expectancy as well 
when they are exited based on Double Top Buy pattern. Numbers 
would improve further if Low Pole is included as an alternate exit 
method. Low Pole failure, Catapult Sell and Bearish Broadening have 


produced maximum average returns. 


Note that, in this testing process, if the same pattern occurs when 
the earlier one is still active/open, then the recent occurrence is not 
considered for testing. The objective is to conduct the test across a 
significant sample size to assess their performance. 


Pattern remains valid unless it gets negated. Usually, a pattern 
should be tested based on its performance of achieving certain target 
without being negated. So, profit stop is another method of testing 
the patterns; it is practically very difficult to test it in P&F method. 
For example, if 10% profit stop is determined as an exit criterion; it 
has got different relevance with box-value of 0.25% and that of 2%. 
The solution is that instead of making it as 10%, 10-box can be used 


as a profit stop to test the pattern. So if box-value is 1%, profit stop is 
10% and if box-value is 0.50%, the profit stop will be 5%. 


Table 9.1.7 shows the pattern performance numbers when 10- 
box profit stop or pattern negation, whichever comes early, is 
defined as exit criteria. With this method, we have put a limit on 
profits so risk—reward is going to be affected. Hence, the patterns are 
sorted based on success ratio with this method and expectancy is 
shown for observation. 


Table 9.1.7: Back-tested numbers of bullish P&F patterns on Nifty 500 stocks over 20 years 
of daily closing prices with 10-box profit or pattern negation as exit criteria 


Total 
Occurrence 


0.80 70.02% 


riangleFailure-4col__|_ 10248 | 2.99 | oss | 0o27 | 68.61% | 
Bearish Pattern Reversed | 33601 | 248 | 076 | 0.20 | 68.25% | 
[Diagonal Triple Top | 22948 | 3.39 | os | 032 | 6790% | 
Quadruple Top Buy | 1789 | 397 | 116 | 0o46 | 6775% | 
Triple Top Buy | 25683 | 346 | oa | 0o36 | 66.78% | 
tow Pole | 1432851 | 257 | osa | 0.26 | 6s.00% | 
Triangle Breakout- 4col_ | 29596 | 3.66 | aas | os3 | 6264% | 
Triangle Breakout-3co!_ | 42155 | 327 | 132 | oas | 6237% | 


Success ratio column shows percentage of times patterns hit the 
profit stop without getting negated. Expectancy is positive across the 
formations. You can see impact on risk-reward because of limiting 
the profits, thought win ratio is reasonable. Triple, Quadruple Top 
and Triangle breakouts scored high on the expectancy parameter. 
Table below shows results of bearish P&F formations applied with 
10-box criterion as profit stop. 


Table 9.1.8: Back-tested numbers of bearish P&F patterns on Nifty 500 stocks over 20 years 
of daily closing prices with 10-box profit or pattern negation as exit criteria 


Average box |Risk-Reward Success 
Expectancy 3 
return Ratio 


71.40% 
70.92% 


| 0s3 | 0.07 69.98% 


earish Double Broadening 
earish 100% Pole 45081 .80 
2 


earish Broadening 18381 


ow Pole Failure 29089 | 166 | 


0.10 69.67% 


ull Trap 84687 0.65 0.07 65.05% 


Catapult Sell 64.59% 


riangle failure - 4 col 7526 0.12 64.07% 
riangle failure - 3 col 8827 1.47 0.11 63.87% 
ullish Pattern Reversed 62.47% 
Diagonal Triple Bottom 0.08 61.39% 
0.10 60.66% 


47 
riple Bottom Sell 15691 1.27 60.62% 
1 


Quadruple Bottom Sell 1055 


High Pole 122847 | #1118 | 082 | 60.31% 
riangle Breakout - 4 col 21518 | 26 | 130 | 57.62% 


riangle Breakout - 3 col 27812 56.62% 


Triangles have performed well in this category too. Broadening 
pattern and 100% Pole have the maximum success ratio. Due to the 
limited downside, lower expectancy is expected on bearish setups 
when profit exit strategy is applied. 


Ten-box is used as a round number for profit stop, just to provide 
a perspective; it can be tested with any other profit stop criterion. 
We considered pattern negation as an alternative exit in the above 
approach. But it may not be completely appropriate because the 
length of the pattern can be wide, making the initial risk 
unaffordable, which can logically skew the risk—reward ratio. 


How about testing patterns from risk-reward perspective rather 
than the profit stop? Instead of taking a 10-box profit stop as an exit 
criterion, it can be correlated with the risk while initiating. Patterns 
can be tested based on risk—reward. So, if risk—reward task is 1:2, 


and if initial risk is 10-box, profit stop becomes 20-box. If initial risk 
is 5-box, profit stop becomes 10-box. 


Table 9.1.9 shows the performance of bullish patterns with risk- 
reward as 2. 


Table 9.1.9: Back-tested numbers of bullish P&F patterns on Nifty 500 stocks over 20 years 
of daily closing prices with 1:2 risk—reward or pattern negation as exit criteria 


57.94% 
57.38% 
57.10% 
56.65% 


Catapult 8u 


riple Top Buy 


56.42% 
0.4 55.19% 


| 0.58 | 56.62% 


It is apparent from the above table that exit based on risk—reward 
parameters (also known as R-Multiple by Van Tharp) should be 
preferred over arbitrary rules of booking profits. 


Table 9.1.10 shows the performance of bearish patterns with 
risk—reward as 2. 


Table 9.1.10: Back-tested numbers of bearish P&F patterns on Nifty 500 stocks over 20 
years of daily closing prices with 1:2 risk—-reward or pattern negation as exit criteria 


Total Average box a 
8 Risk-Reward Expectancy | Success Ratio 
Occurrence return Ratio 


Triangle Breakout - 4 col | 21360 ā | 292 | | 153) o 037 54.07% 
Triangle Breakout - 3 col 27246 | 265s | so | 026 | 48.66% 
Triangle failure - 4 col a p oaa yo ao fo oo o 4.76% _/ 


43. "89% 
manaa — axa | 240 
how pole felere | awe | aw 
Guadruple Bottom sell {309 j| a 
aw [ea] 
Sulish Povem Reversed | zao | osa | 39.66% 

Bearish 10% pole | aese | oas | 1.64 38.87% 

catpuk se | ns | 1r | an | oos | arm 
[Bearish Double Broadening | 2586 | -so | 16o | -007 | 35.92% | 


Many bearish patterns have posted negative returns. The major 
reason is the restriction on moving the stop-loss lower, especially 
when charts are plotted with higher box-values. Hence, it suggests 
that profit exit for bearish setups needs to be more aggressive. 


| 0.13 

| 014 | 43.56% 
015 | 43.50% 
| 008 | 43.39% 
42.92% 
oo | 41.52% 
|006 | 4103% 
| 0.05 | 39.82% 
| 002 | 

| 003 | 


The various methods of testing the patterns using multiple 
methods of exits were discussed to help readers gain a different 
perspective and flavor. The exit based on basic patterns shows better 
results mainly because of the trailing mechanism that helps riding 
strong trends. 


Traps, Poles and Patterns reversed formation have higher 
occurrence; hence, filtration technique can improve their 
performance. We discussed the concept and importance of Follow- 
through. Table 9.1.11 shows the performance of basic patterns that 
occurred after major patterns that can help us to analyse if using 
such filters are worthwhile. 


Table 9.1.11: Back-tested numbers of P&F follow-through patterns on Nifty 500 stocks over 
20 years of daily closing prices with Double Bottom Sell as exit criteria 


Double Top Buy followed after 


Total Average |Risk-Reward| Success 
: - Expectancy 
Occurrence | box return Ratio Ratio 
00% Pole | 27444 | 14.82 | 543 | 54.38% 
ullish Broadening 55.02% 
ear Trap | 60495 | 14.22 | 5.35 | 53.73% 
ow Pole | 6s640 | 14.01 | 5.29 | 52.64% 
Bearish Pattern Reversed | 15478 | 1344 | 5.26 | 51.32% | 221 | 


Double Bottom Sell followed after 


Average |Risk-Reward] Success |. 
Occurrence | box return Ratio close | 


00% Pole | 21299 | 8.26 | 3.30 | 49.28% 
earish Broadening | 8355 | 803 | 323 | 48.75% | 106 | 
48.35% 


ull Trap 48.25% 
Bullish Pattern Reversed 47.40% | 0.99 | 


Basic signals as exit criteria are shown in the table above. Risk- 
reward, hence efficiency, improves a lot when Follow-through 
signals are traded, especially for bearish setups. 


For long trades, profit exit techniques improve the success rate 
significantly, but at the cost of a moderate risk—reward ratio. But, 
trades exited based on risk—reward method have yielded superior 
results. Riding method and exiting based on patterns can generate a 
lot of money because they deliver maximum returns during a 
trending phase. 


Each method has its own pros and cons and one may adopt what 
suits one’s personal preference. Techniques can be altered as per the 
market phases; profit stop or risk—reward technique may work better 
during non-trending phases or when markets are at extreme zones. 
Trailing the stop-loss to ride the trend is a very successful approach 
to trading, but very difficult to follow for most of traders. 
Psychologically, it is very difficult to sit on profitable trades and 


strangely enough holding on losers seems more comfortable task for 
traders. Beginners can start with profit booking methods, and 
gradually move toward trend-riding methods. For bearish trades, 
trend filtration and aggressive exit method seem to be important. 


Performance of bearish setups would improve further if box-values 
used for testing are reduced to 2 from 4. Meaning, the lower the box- 
value, the better is the performance. Using the follow-through 
patterns for entry and exiting trades using pole as a criteria proves 
very effective for bearish strategies. This learning can help us in 
treating the bullish and bearish setups differently and adapt 
accordingly while dealing with them. This can help improve the 
overall profitability. 


I decided to avoid optimization here. Obvious and round 
numbers are chosen to conduct the tests to help understand the basis 
and explore it further. There is an issue with respect to impact cost, 
but even factoring that, the methods listed above will turn out to be 
profitable. Analysis and experience can help better the performance. 
We discussed how we can design P&F setups in the chapter on 
system building; all such setups can be back-tested to analyse their 
past performance. Tables are presented to get an idea about 
conducting such back-tests. Different parameters and indicators can 
be applied which may improve the performance further. By using a 
trend filter tool, the number of trades will be reduced and the 
profitability will improve. But I am restricting the discussion to 
traditional P&F patterns here. It would turn out to be a very lengthy 
discussion if I get into a testing of trading systems on P& it may 
warrant a separate book to discuss it thoroughly. 


The next section shows the tables capturing the results of the test 
conducted on charts plotted with the High—Low technique. 


9.2; HIGH-LOW 


Technique of plotting and analyzing High-Low charts were 
discussed in Chapter 5. High—low charts are horizontal in nature; 
hence, basic signals are not applicable on them. To avoid the 
presentation of unnecessary tables, we will move to testing the 
pattern performance based on profit exit methods because exit 
based on basic signals is not applicable on these charts. Box-values, 
stock group and method of testing are kept same. 


Tables 9.2.1 and 9.2.2 show the performance of the pattern with 
the exit rule of 10-box in favor without negating the pattern. 


Table 9.2.1: Back-tested numbers of bullish P&F patterns on Nifty 500 stocks over 20 years 
of daily High—Low prices with 10-box profit or pattern negation as exit criteria 


Total Average box = 
Occurrence return Ratio 


Bullish Double Broadening | s092 | 136 |  os6 | oos | 69.20% | 
Bullish 100% Pole | 102970 | oso |  osı | 0o02 | 68.02% | 
Bullish Broadening | 49623 | 142 | 0o69 | 0o10 | 65.42% | 
[High Pole Failure | 98647 | 129 | 0o69 | oio | 6486% | 
(Catapult Buy | 17062 | 216 |  os7 | 020 | 6381% | 
[Bear Trap | 2507s4 | 0o97 | 0o79 | oos | 60.37% | 
Triangle Failure -3col_ | 52831 | 122 | oss | om | 60.02% | 
tow Pole | sss | 113 |  os7 | omm | 59.56% | 
agonal Tiple Top | s — 1.98 | 02 | 0o19 | 59.07% | 
Bearish Pattern Reversed [|  62aas | oss j oze | oo | srs i 
Triple Top 8uy |  78%6 | 174 | 112 | 019 | 56.24% | 
masea | a | ia | œ | on | a 
Triangle Breakout-3col_ | 152160 | 129 | 118 | 0o16 | 53.20% | 
(Triangle Breakout-4col | 74724 | 137 | 122 | ois | 53.20% | 


Table 9.2.2: Back-tested numbers of bearish P&F patterns on Nifty 500 stocks over 20 years 
of High-Low prices with 10-box profit or pattern negation as exit criteria 


el 
Occurrence Erm Ratio 
Bearish Bearish 100% Pole | | 040 | -009 | 65.24% | 
E I 
tow Pole Failure | 73952 | -093 |  osı | -oos | 6282% | 
Bearish Broadening | 37981 | -159 | aa | -008 | 61.36% | 
m o a a a 
Catapult sell | 9963 | -125 | oss | -oos | 57.51% | 
Bult Trap | 157559 | -149 | oss | -009 | 5717% | 
Triangle failure- 3col_ | 32836 | -116 |  o6s4 | -003 | 56.00% | 
Triangle faire col j 2028 | ao | 067 1o eos 4 ssa 
Bullish Pattern Reversed | 37207 | -1.80 | 059 | -0.12 | 55.30% | 
Dagnltiplesoton [rm [ase [om f oos f sison — 


Success ratio is better but risk—reward and expectancy are not 
very encouraging for bullish trades. Returns on bearish trades are 
negative. Let’s see if there is any improvement when exit based on 
risk—reward ratio is implemented. 


Tables 9.2.3 and 9.2.4 show the performance of patterns when 
risk—reward of 1:2 is applied as exit rule. 


Table 9.2.3: Back-tested numbers of bullish P&F patterns on Nifty 500 stocks over 20 years 
of daily High-Low prices with 1:2 risk—-reward or pattern negation as exit criteria 


Total Average box | Risk- 
g Risk-Reward | E ectancy [Success Ratio 
Occurrence | return Ratio 
|160 | 62 | 1% | 


Catapult Bu | 0.44 | 4941% | 


Quadruple Top Buy | oes | 3s |- in | ou | 48.25% 
Diagonal Triple Top | 6mos | 412 | 184 | 035 | 47.52% 
riple Top Buy 74963 | 031 | 46.98% 


| 7493 | 
Bullish Double Broadening | 7866 
Bullish Broadening | 45661_ | 
Triangle Breakout- 3col__ | 147022 _| 


0.36 | 46.69% 
022 | 46.02% | 
0.30 | 45.41% | 
0.20 | 45.09% | 
| 024 | 44.71% | 
| 0.22 | 43.20% | 
| ois | 4313% | 
| 0.22 | 466% | 


Table 9.2.4: Back-tested numbers of bearish P&F patterns on Nifty 500 stocks over 20 years 
of daily High-Low prices with 1:2 risk-reward or pattern negation as exit criteria 


Total Average box | Risk-Reward ra a A matic 
Occurrence return Ratio p H 
riangle Breakout - 4 col | -001 | 36.77% | 


riangle Breakout - 3 col -0.11 33.44% 
: 34.10% 


riangle Failure - 4 col 
ullish 100% Pole 


| -015 | 32.54% | 


7 29.84% 
Catapult Sell 28.53% 


The results of the bullish trades are much better, but the 
performance of bearish patterns is not encouraging; hence, they 
should be avoided on these charts. It is an important takeaway that 
back-testing must also throw up ideas about what should not be 
done. 


ullish Pattern Reversed | -0.24 | 28.26% 


Performance of bullish patterns will improve if higher box-values 
are used. Though positive expectancy of bullish setups with risk- 
reward as exit method makes them practically usable, it is advisable 
to trade based on charts plotted with the closing price method. The 
High-Low charts can be utilized to fine-tune entry in real time and 
the focus can then shift to charts plotted with closing prices. 


Notice performance of bullish multi-column breakout formations 
in the table above. High-Low charts are comparatively wider in 
nature; hence, multi-column breakout strategies are more relevant 
on them. The Turtle type of multi-column breakout method that we 
discussed in Chapter 2 can be followed on High-Low charts for 
bullish setups. I tested a few combinations of them for bullish 
formations on different higher box-values from long-only approach; 
below is a summary of their back-tested numbers. 


Table 9.2.5: Summary of back-tested numbers of bullish P&F multi-column patterns on 
1.50%, 2%, 3% and 5% box-value charts of Nifty 500 group of stocks over 20 years of daily 
High-Low prices 


Total Average box |Risk-Reward 
Entry pattern A 
Occurrence return Ratio 

20'X' breakout | 10'O' breakdown 8630 


68 
1 


|_15'X'breakout | 10'O'breakdown | 9936 | 39.08 | ses | 
| 15'x'breakout_| S'O' breakdown | 16305 | 1793 | ssi | 
| 10'X'breakout_| 3'O'breakdown | 28902 | 777 | 420 | 


Their performance is better than the usual patterns; hence if one 
wants to develop strategies on High-Low charts, they better be 
based on multi-column breakout setups. Subjective analysis and 
indicators can improve the performance of the setups in the High- 
Low charts. Methods such as moving average crossovers, 
convergence, etc., with an indicator-filter will improve the outcome 
rather than simple P&F formations on them. 


9.3: OTHER REVERSAL VALUE BACK-TESTING 


All testing results presented so far are on three-box reversal charts. 
Tables 9.3.1 and 9.3.2 show the performance of basic P&F strategy 
on two-box and five-box reversal charts. 


Two-Box Charts 


Table 9.3.1: Back-tested numbers of P&F basic strategy on two-box reversal charts on Nifty 
500 stocks over 20 years of daily closing prices 


Parameter Occurrence Return Ratio 
|_0.25%x2 | 148.05 | 6.16% | 5.63 | 54.90% | 264 | 
| 0.50%x2 | 111.47 | 711% | s17 | 53.31% | 229 | 
| 0.75%x2 | 86.44 | 825% | 492 | 52.75% | 212 | 


. . | 4.85 | 52.16% | 205 | 
| 1.25%x2 | 56.72 | 10.83% | 487 | 51.56% | 203 | 
| 1.50%x2 | 47.60 | 12.29% | 494 | sos7% | 202 | 
| 2.00%x2 | 3495 | 15.57% | s21 | 49.68% | 209 | 
| 3.00%x2 | 2134 | 25.59% | 629 | 47.91% | 249 | 
|_5.00%x2 | 10.16 | 54.54% | sar | 47.86% | 3.51 | 


Entry pattern: Double Top Buy 
Exit pattern: Double Bottom Sell 


Chart Average Average Risk-Reward . 
| 0.25%x2_| 148.29 | 3.33% | 3.81 | 52.34% | 147 | 
| 0.50%x2 | 112.65 | 3.36% | 3.31 | 48.46% | 1.09 | 
0.75%x2 | 86.54 | 3.39% | 298 | 46.99% | 087 | 
1.00% x2 
| 44.73% | 060 | 


1.50% x2 | 43.91% | oso | 
1.75%x2 | 4051 | 
2.00%x2 | 34.91 | 
3.00% x 2 1.99% 


§.00%x2 | 1038 | -0.38% 


Entry pattern: Double Bottom Sell 
Exit pattern: Double Top Buy 


42.61% | 036 | 
40.89% 0.17 


220% | 24i | 
| 3.01% | 229 | 4297% | os | 
| ass | 38.43% | -002 | 


Five-Box Charts 


Table 9.3.2: Back-tested numbers of P&F basic strategy on five-box reversal charts on Nifty 
500 stocks over 20 years of daily closing prices 


Chart Average Average | Risk-Reward A 
; Success Ratio| Expectancy 
Parameter | Occurrence Return Ratio 


0.25% x5 7.17% 


0.75%x5 | 45.91 | 12.63% | 4.93 | 
. | 33.50 | 16.04% 


1.25% x5 


0.50% x5 67.55 9.66% 


2.00%x5 | 13.21 3.19 
3.00% x 5 88.87% 10.44 50.18% 
5.00% x 5 194.96% 50.77% 


Entry pattern: Double Top Buy 
Exit pattern: Double Bottom Sell 


Parameter | Occurrence Return Ratio 
| 0.25%xS | 110.21 | 3.36% | 3.26 | 48.90% | 1.08 | 
| 0.50%x5 | 67.57 | 3.39% | 2.69 | 46.19% | 0.70 | 
| 0.75%xs | 45.90 | 3.20% | 2.35 | 44.40% | 0.49 | 
1,00% x5 | 2.82% | 212 | 42.84% | 034 | 


1.25%x5 | 25.55 | 2.54% | 191 | 42.82% | 0.25 | 


1.50%x5 | 1.98% | 179 | 4168% | 016 | 
| 2.00%x5 | 13.33 | 0.96% | 163 | 40.37% | 0.06 | 
|_3.00%x5 | 7.28 | -1.32% | 139 | 3953% | -0.06 | 
| 5.00%x5 | 3.45 | -13.47% | os7 | 36.39% | -0o32 | 


Entry pattern: Double Bottom Sell 
Exit pattern: Double Top Buy 


The five-box reversal method comes across as more effective 
bullish strategy compared to three-box reversal while the two-box 
reversal charts looks interesting for bearish setups. 


Open trades are not considered for calculation, which may have 
impacted the numbers of higher box-values. For example, Double 
Top Buy signal which came in Bajaj Auto at 284 in 3% x 5 chart 
during March 2009 did not generate Sell signal till 31st December 
2015 when it was trading above 2500. But the trade is not considered 
for calculation as it is open till the end of the testing period. 


9.4: NIFTY-50 INDEX 


As discussed in the pattern segment, behavior of index is different 
than that of stock. It may be incorrect to assume that same kind of 
results would be generated when tests are conducted on an index 
such as Nifty-50. In this section, back-testing numbers of pattern 
performance on Nifty-50 index are presented. 


Nifty is an actively traded instrument in the derivatives segment. 
Tables are presented in this section showing different tests on Nifty; 
it might help one analyse the numbers independently. 


Testing is conducted on spot price of Nifty, and box-values 
starting from 0.15% are considered as we are discussing an index and 
not individual stocks. Table 9.4.1 shows the test results with basic 
Buy and Sell signals when traded on daily charts of Nifty. 


Table 9.4.1: Back-tested numbers of P&F basic strategy on Nifty 50 index price over 20 
years of daily closing prices 


en AVeroge Average Return Rekoa Success Ratio Expectan 
Ery Occurrence € Ratio ceam 


ee ee ee o ds 
Cassis iomo [ss fao [ss 
ae a a aa 
| 0.75%x3_| 58.00 | 6.62% | 3.27 | 56.90% | 143 | 


| 1.00%x3 | 49.00 | 6.16% | 31s | 53.06% | 122 | 
| 1.25%x3 | 38.00 | 7.21% | aas | aaa% | nas | 
| 1.50%x3 | 28.00 | 1104% | 716 | 32.14% | 162 | 
| 175%x3 | 1900 | 16.74% | S17 | 47.37% | 192 | 
| 2.00%x3 | 17.00 | 17.22% | 414 | 52.94% | 172 | 
| 3.00%x3 | 7.00 | 39.60% | sso | 57.14% | 289 | 


Entry pattern: Double Top Buy 
Exit pattern: Double Bottom Sell 


Chart Average Risk Reward 
rage R i ecta 
Parameter Occurrence Are R Ratio es O Ean 


| 0.15%x3 | 196.00 | 173% | 324 | sooo% | 112 | 
| 0.25%x3 | 150.00 | 156% | 260 | 47.33% | 0.70 | 
| 0.50%x3 | 92.00 | 151% | 230 | 45.65% |  os1ı | 
| 0.75%x3_ | ss.oo | 146% | 191 | 46.55% | 035 | 
| 1.00%x3 | 48.00 | 0.36% | 169 | 39.58% | 007 | 
| 1.25%x3 | 37.00 | -0.07% | 116 | 45.95% | -001 | 
| 150%x3 | 27.00 | -080% | 0.98 | 444a% | -012 | 
| 175%x3 | 18.00 | 050% | 180 | 38.89% | 0.09 
| 2.00%x3 | 16.00 | -1.09% | 173 | 3125% | -0.15 | 
|_3.00%x3 | 7.00 | 027% | 258 | 2857% | 002 | 


Entry pattern: Double Bottom Sell 
Exit pattern: Double Top Buy 


Bearish patterns in index are less profitable than the stocks, 
simply because chances of index falling to zero are far less than a 
stock falling to zero. 


Pattern performance in index may vary when compared to 
stocks. To derive the average numbers for testing, patterns that 
occurred on 0.15%, 0.25%, 0.50%, 0.75%, 1%, 1.25%, 1.50% and 
1.75% box-values of daily prices are considered for bullish patterns, 
and the first four box-values are considered for the bearish patterns. 


Tables 9.4.2 and 9.4.3 show the performance of patterns on Nifty 
with exit based on basic patterns. 


Table 9.4.2: Back-tested numbers of bullish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with Double Bottom Sell as exit criteria 


Total Average box |Risk-Reward| Succe: 
Occurrence return Ratio Ratio 
Quadruple Top Buy | 9.38 
riangle Failure - 4 col 


riangle Failure - 3 col 


| = | 100.00% | 


a 
a 
TripleTopBuy | 6 | 
T | 886 
Diagonal Triple Top | 51 | 

ear Trap 
High Pole Failure | 1065 | 
Triangle Breakout- 4col_ | 60 | 
Bullish Double Broadening | 16 | 


Table 9.4.3: Back-tested numbers of bearish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with Double Bottom Sell as exit criteria 


riangle Breakout - 4 col 


riangle Breakout - 3 col 
ullish Pattern Reversed 


oisio loiz 

; sic 
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earish 100% Pole 
ull Trap 
ow Pole Failure 
riangle failure - 4 col 
earish Broadening 
riple Bottom Sell 
earish Double Broadening 
riangle failure - 3 col 
ell 


Triangle failure and multi-column breakout formations seem 
most successful patterns on daily chart of Nifty index. Four-column 
Triangle and multi-column Sell have been most successful bearish 


formations. Notice that bullish pattern reversed have performed 
better than Bull Trap on these charts. Broadenings are not very 
profitable when applied to index. A few formations have fewer 
instances of occurrence. Tables 9.4.4 through 9.4.7 show the 
performance of patterns when profit exit strategies are applied. 


Table 9.4.4: Back-tested numbers of bullish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with 10-box profit or pattern negation as exit criteria 


Total Average box Ra Reward 
n Rati 


Suecupte Fep Buy —_ Top = p o - |  - | 10000% | 
a R | S 
Triangle Failure-3co1 | 17 | 709 | 12 | os2 | 8235% | 
Bullish 100% Pole | 172 | 300 |  osı | 019 | 78.49% | 
DiagonalTripletop | s2 | ass | osse |  o39 | 75.00% | 
TripleTopBuy | 6&æœ | ası | 143 | ozo | 70.00% | 
Bullish 8roadening | 8 | 124 | 0o72 | 0o18 | 68.68% | 
towPpole č | 3% | 273 | oss | 028s | 68.35% | 
BearTrap = | 37 | ıs | oss | o4 | 6791% | 
Bearish Pattern Reversed | 114 | 0.98 | 0.60 | 0.07 | 66.67% | 
[High Pole Failure | us | aas | 0o73 |  oo9 | 6271% | 
Triangle Breakout-3co01_ | 77 | 279 | 239 | 0.37 | 62.34% | 
Triangle Breakout- 4col_ | 60 | 386 | 1.78 | 049 | 53.33% | 
CatapultBuy | 7 | ow | os | -0o31 | 4286% | 
[Bullish Double Broadening | 16 | -9.56 | 0.26 | -0.53 | 37.50% | 


Table 9.4.5: Back-tested numbers of bearish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with 10-box profit or pattern negation as exit criteria 


Total Average box | Risk-Reward z 
Quadruple Bottomsell | 7 | 1000 |  - | - [| 100.00% | 
Triangle Breakout-4col__| 28 | s39 | 113 | o6s | 78.57% | 
Bearish 100% Pole | 163 | osa | oss | 009 | 74.85% | 
Bullish Pattern Reversed | 114 | 3s4 | o7 | 027 | 7193% | 
| 1419 | oss | ozi | 7143% | 
| 016 | 70.91% | 
68.96% 
66.67% 
65.85% 
64.58% 
64.52% 
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Low Pole Failure | 63.16% 
high Poe 63.11% 
Triangle failure -2col | 60.00% 
catapultsell 50.00% 


Table 9.4.6: Back-tested numbers of bullish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with 1:2 risk-reward or pattern negation as exit criteria 


Total Average box|Risk-Reward Eoen 
Occurrence return Ratio p y 


riangle Failure - 3 col 17 
riangle Failure - 4 col 
7 


w 
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-0.17 


Success 
Ratio 


70.59% 
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Table 9.4.7: Back-tested numbers of bearish P&F patterns on Nifty 50 index price over 20 
years of daily closing prices with 1:2 risk—-reward or pattern negation as exit criteria 
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Total Average box 
Occurrence return 


The above tables are presented for observation from various 
perspectives. Sequence of pattern mostly has remained the same. 


Time Interval Testing 


The testing we have conducted so far is based on the end-of-the-day 
prices. But as discussed earlier, P&F charts can be traded very 
effectively on time interval charts and that 1 min is the most 
dynamic time frame of P&F charts. Tests in this section are 
conducted on 1 min prices of Nifty over 5 years starting from 1st Jan 
2011 to 31st December 2015. 


Box-values 0.05%, 0.07%, 0.10%, 0.15%, 0.20%, 0.25%, 0.30% and 
0.35% are tested for bullish patterns; the first four box-values are 
tested for bearish patterns. Tables 9.4.8 and 9.4.9 present the 
summarized performance of patterns on these box-values on 1 min 
time frame of Nifty spot prices. 


Table 9.4.8: Back-tested numbers of bullish P&F patterns on 1 min time interval charts of 
Nifty 50 index price over 5 years of closing prices with Double Bottom Sell as exit criteria 


Total Average box | Risk-Reward i 
Occurrence return Ratio Expectancy 
| 78s | 1389 | 472 | 56.41% | 
| 79% | 3s0o | 3s6 | 4185% | 
siapuk Suy | 128s | 29 | 296 | 47.65% 


Diagonal Triple Top s74 | 326 | 310 | 43.20% 
Triple Top Bu 73 | as2 | 310 | 418s% | 072 | 
Bullish Double Broadening | 43 | 3.29 | 173 | 60.47% |  o6s | 


tow Pole | ias | 275 | 288s | 4139% | 0.61 | 
Bullish Broadening | aso | 214 | 247 | 45.79% | 059 | 
Bearish Pattern Reversed | sor | 2.68 | 
Bear Trap | 2035 | 221 | 
Triangle Breakout- 4col_| 291 | 191 | 
Bullish 100% Pole | 394 | 142 | 
Triangle Failure-3col | 247 | -016 | 
Triangle Failure- &col_ | 82 | -1065 | 


Table 9.4.9: Back-tested numbers of bearish P&F patterns on 1 min time interval charts of 
Nifty 50 index price over 5 years of closing prices with Double Bottom Sell as exit criteria 


Total Average box |Risk-Reward 
Occurrence return Ratio 
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Multi-column bullish formations and triangular formations have 
delivered better performance in the 1 min time interval Nifty chart. 
Few patterns have displayed better performance in Nifty than stocks. 
Study and testing makes us understand price behavior of different 
instruments and time frames. 


0.89 


9.5: Summary 


Though details can be analyzed and observed from the given tables, 
it appears from overall testing that multi-column breakout, 
Triangular and Broadening formation across instruments and time 
frames have a definitive edge. Strategies can be designed based on 
these formations for better results. 


Note that returns are shown in percentage terms and position- 
sizing rules are not applied to it. In simple words, they show the 
performance of a pattern with one quantity. The aim was to keep 
things simple to get an idea of the performance, and Nifty 500 group 
was elected to get a large and significant sample size to perform 
these back-tests. I did not delve into ranking of patterns or any such 
thing because it doesn’t matter. Few numbers here and there can 
change the sequence; pattern is tradable if expectancy and average 
returns are positive. You are equipped with all the tables so that you 
can explore it further. 


Remember, back-testing is certainly important, but it doesn’t 
guarantee anything. It’s a tool to understand the formation and its 
behavior during different market phases. No strategy is foolproof; we 
should expect difficult or underperforming period with any system 
but remember to stick to it to benefit from it over a period. If we 
change or tweak our method during difficult times, we might end up 
trading bad phases of the freshly chosen different method. 


As said earlier, most obvious and rounded numbers are 
considered while conducting the tests because it is important to 
know the principles. Learning should be generic. It appears from the 
test results that long setups work well across box-values and even 
simple breakouts on higher box-values are significant and profitable. 
Short setups need a different treatment and it is advisable to spend a 


lot of time and energy on trend identification techniques. The 
performance of Bearish patterns is comparatively unimpressive 
because the overall trend has been bullish in Indian markets. The 
picture would be different if I show the performance in the year 
2008 when all markets including India witnessed a big fall. It appears 
that using a wide stop would be suitable for bullish trades, but they 
have a higher failure ratio with bearish trades. Bearish trades on 
lower box-values have generated better performance. Follow- 
through signals have a better win ratio and they help in filtering 
premature breakouts. With the profit booking method, success ratio 
is improved but we compromise on risk—reward. Return wise, 
performance of patterns is better if stops are trailed instead of 
exiting on the achievement of a target. Nonetheless, approach can be 
varied as per the market phase but that involves subjective analysis. 
If the market phase can be determined, profitbased exit in Sideways 
or range-bound markets and trailing stop-loss method in trending 
markets can prove rewarding. The next chapter talks about the 
breadth indicator, which is one of the tools to identify market phase. 


There is no guarantee that a system that delivers better back- 
testing results will help you trade effectively; it is important that you 
trade a system that suits your style and personality. Success ratio and 
risk—reward ratio have an inverse relationship. Aggressive profit 
booking may improve the win ratio of a system but it will affect the 
risk—reward. Hence, the system efficiency is lower in such cases. But 
I agree it is not an easy task to ride the trend, nor is it easy to operate 
with a moderate success ratio initially. But serious money can’t be 
made unless one develops the method to ride trends by trailing stops 
accordingly. As a beginner, one can start with a profit booking 
approach and move eventually to trend-riding methods. Once your 


capital grows, it helps in handling psychological aspects of riding a 
trend in a more effective manner. 


Instrument-wise testing can improve things further. I have 
observed that several setups work very well in specific instruments. 
For example, Triple Top Buy pattern has performed well in Jet 
Airways & Tata Steel stocks. A four-column Triangle breakout has 
performed well in stocks such as Fortis Healthcare and Nestle India. 
Every instrument has a unique characteristic and behavior that can 
be identified by back-testing the performance of various patterns in 
each instrument. 


P&F patterns in this chapter were meticulously tested and have 
turned out to be very effective and profitable. One may want to 
apply exit based on Follow-through or based on any indicator and 
not simply on a basic Double Bottom Buy or Sell signal. I have 
restricted the back-testing to the traditional patterns because the 
discussion would get very lengthy if I include indicators. 


All this testing is performed in TradePoint software. The user can 
design as well as test any type of system in any chart method 
including P&F using the TradePoint software. The framework is 
provided to test and develop new strategies and trading ideas for any 
financial market you wish to trade such as commodities and 
currencies. 


Finally, the back-test results should not be blown out of 
proportion as it is conducted on past data. The market phases can 
change, and it can be a completely different scenario tomorrow. So, 
compare the current market conditions with the scenario that 
existed when the system performed well, to identify the potential to 
maximize profitable trades. Execution based on objective price 
formations will prevail and prove successful over a period. 


Chapter 10 


BREADTH 


We have discussed various P&F formations and strategies to identify 
trend, and clear price patterns in a trending phase helps in riding 
those trends. But I noticed that when trend is strong and most of the 
stocks are flowing with it, new trades even in the direction of the 
trend don’t prove profitable many of the times. This happens 
because overall market has reached a phase of exhaustion, often 
referred to as overbought or oversold zones. It is important to 
recognize such phases to improve the trading results. It is important 
to book profits periodically when a trend is not strong or there is 
broader consolidation happening. One of the methods is to use 
momentum indicators on the price chart of an index to identify the 
extreme zones. But that alone is not sufficient because it just 
measures price exhaustion of that instrument. There is a necessity to 
have a broader measure of exhaustion at a macro level. 


It is often said that when you are right about the market, 
maximum number of people would tend to disagree with you. Stock 
or commodity market exists and functions because there are 
divergent opinions. Price shocks or surprises happen when there is 
consensus. I often felt the need of an indicator that gives an idea 
when there is a consensus in one direction. When news channels, 
magazines or analysts are confident about the price moving in a 


direction, it’s often a reason to be cautious. Even while reading 
fundamental reports, one may notice too many analysts sounding 
bullish and confident about a target level, which again is a sign of 
complacency. It makes sense to get an idea of what most of the 
participants are doing, but it is practically impossible to read through 
the reports of all analysts. Given this backdrop, would it not be 
handy to have a scientific way to get an idea about such sentiment 
extremes? 


Opinions of bench sitters are not of much importance. Trend of 
most of the stocks will be bullish when overall market trend is strong 
and up. But there comes the exhaustion when little fuel is left to 
keep the momentum progressing in the same direction. Taking long 
positions in such a scenario is not advisable even though the trend is 
up, and the chart is bullish. 


Breadth indicators are very relevant in such instances. They 
evaluate the market sentiments by measuring the number of stocks 
above or below particular criteria. There are different types of 
breadth indicators available out there. 


A. W. Cohen invented the first breadth indicator using P&F 
signals in 1955, which is known as bullish percent. P&F charts are 
objective and produce clear Buy-Sell signals. This unique feature of 
P&F chart was used to build a breadth indicator. A P&F chart is 
either bullish or bearish, there is no other possibility. The chart is 
bullish if the last signal is Double Top Buy and bearish when the last 
signal is a Double Bottom Sell. Bullish percent breadth indicator 
calculates the number stocks that are bullish in a group of stocks, and 
divides them by the total number of stocks in that group. Hence, a 
bullish percent indicator displays percentage of stocks having bullish 
signal in the group. So, if we build Nifty-50 bullish percent breadth 


indicator, it will calculate number of stocks in a Buy mode among the 
50 stocks of Nifty and divide it by 50. 


For example, if there are 25 bullish stocks in the Nifty-50 group 
on a particular day, the bullish percent reading for that day will be 
50%. Everyday reading is plotted on the chart to build the bullish 
percent breadth indicator that oscillates between 0% and 100%. If 
last signal of all stocks of the group is a Double Top Buy, the 
indicator reading will be at the upper extreme of 100%, and if the 
chart is bearish for all stocks, the breadth indicator will be at the 
lower extreme of 0%. 


DT-percent breadth indicator considers the number of stocks 
that has generated double-top buy signal in the last column. DT- 
Percent breadth indicator measures the number of stocks where the 
last column is Double-top buy signal and divides it by total number 
stocks in the group. Hence, it calculates ratio of stocks in the group 
which are in strong momentum. 


Below is the DT-Percent indicator of Nifty-50 group of stocks 
that calculates the percentage of stocks trading in the Double top buy 
column on 0.25% x 3 P&F chart. 


0.28% x 3 OT-percent breadth indicator 


Figure 10.1.1: Nifty daily 0.25% x 3 cl DT-percent P&F Breadth chart 


Breadth indicator in the chart shown above is plotted with 0.25% 
x 3 P&F charts. Meaning, it calculates the percentage of stocks 
trading in the double-top signal column on 0.25% x 3 individual P&F 
charts of the Nifty constituents. This indicator oscillates between 0 
and 100. The indicator scans all the stocks in the group and therefore 
tells us about health of the overall market and state of the trend. 
When indicator shows a reading of 60%, it shows that 30 stocks out 
of the Nifty-50 universe are in column of ‘X’ where double-top buy 
pattern is triggered. This certainly happens when trend is up and 
strong, but it also indicates exhaustion or too much bullishness. Most 
of the individual charts will be in a bullish mode during such phases. 
Similarly, when the indicator drops below 20%, it suggests that 40 
out of the 50 stocks forming part of the Nifty index are not in the 
column of double-top buy signal. 


To keep it simple, market is in overbought zone when indicator is 
above 60% and oversold when it is below 20%. Overbought or 
oversold are extreme zones typically indicate exhaustion but not 
necessarily reversal. 


It can be calculated on different box-values but remember it is 
calculated on a group of stocks and not on the index value. Hence, it 
gives us a true picture of the market sentiment. I can show you any 
number of examples when price keeps rising or falling without any 
indication of sentiment extreme in breadth; price oscillators would 
easily show overbought-—oversold zones during such times. Hence, 
breadth is the most logical and useful indicator for sentiment 
analysis. 


DT-percent is more aggressive in nature compared to the bullish 
percent indicator, but I find it very logical. A change of column gives 
an early sign about the change in sentiments. One can always choose 
to increase the box-value to adjust the frequency of the signals. 


Below are the three major aspects to focus while interpreting the 
breadth indicator. 


1. Breadth indicator pattern during extreme zones 


A pattern in breadth indicator when it is in the extreme zone 
generates nice trading opportunity. Positive divergence in breadth 
indicator of Nifty-50 will occur when price makes new low and 
breadth is not at a new low. And negative divergence is marked when 
price makes new high but the indicator is unable to do so. Positive 
divergence at or near the oversold zone is considered bullish. A 
negative divergence at or near overbought zone is a sign of 
bearishness. Higher bottom in breadth indicator where previous 
bottom is in oversold zone or Lower top where previous top was at 
the overbought zone are the best readings of P&F DT-percent 
breadth indicator. Have a look at the image shown below. 


BREADTH PATTERNS 


Image 10.1.1: Patterns on breadth chart 


Below is the Nifty-50 0.25% x 3 DT-percent breadth indicator 
showing simple pattern analysis. 


a “J PRF OT-percent 0.25% x 3 breadth indicator 
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Figure 10.1.2: Nifty daily 0.25% x 3 cl DT-percent P&F Breadth chart 


Price leaving oversold zone is when long trades have a better 
risk—reward and price leaving overbought zone is when the risk- 
reward for short trades is more favorable. But the breadth indicator 
alone is not sufficient; individual pattern of charts needs to confirm 
before a trade can be initiated. 


How about this? For short trades, look for a sell signal in RS chart 
against Nifty when breadth is leaving overbought zone and there is 
bearish pattern in the stock. Similarly, look for long trades when 
there is a buy signal in RS chart against Nifty while the breadth is 
leaving the oversold zone and there is bullish pattern in the stock. 
Sounds complicated? Read it again and it will make sense! 


2. Multi-breadth indicators to analyse price cycles and 
exhaustion 


Breadth indicator can be plotted using different box-values. Lower 
box-values will be volatile and higher box-values will be relatively 
flat. Box-value of 0.25% is useful information for all kinds of traders. 
But one can track multiple breadth indicators to see if all price charts 
are indicating exhaustion. Major cyclical Tops and Bottoms get 


formed during such times. Observe Figure 10.1.3 showing breadth 
indicator of Nifty-50 for the period of around 15 months, plotted on 
four different box-values. 


PEF OT percent breadth Sat 


Figure 10.1.3: Nity P&F DT-percent breadth charts 


Higher box-value indicators move at a slow pace and hence have 
a less-cluttered look. Lower box-value indicators oscillate smoothly 
but they are more aggressive and generate more signals compared to 
others. When multi-box-value breadth indicators are in sync and at 
an extreme zone, it is time to pay serious attention to the patterns 
that indicate reversal. For example, look what happened during late 
Jan 2015 and late February 2016 in the above charts. These specific 
instances are highlighted by arrows, indicating buying/selling 
extremes. Post these instances, Nifty made significant tops and 
bottoms respectively. 


0.25% x 3 on Nifty is for short- to medium-term trend and is 
relevant for all types of traders. 1% x 3 shows medium-term breadth 
that the investors should monitor. The trend of the breadth indicator 
becomes more important aspect when the box-value is increased. 
Look for reversal patterns when multiple breadth indicators are in 
alignment at an extreme zone. The extreme zones on higher box- 


values are infrequent but they may prove to be significant and 
indicate the possibility of a major Top or Bottom being formed 
during such times. A look at the lower box-values charts can help to 
time the trading decision better. 


3. Extreme zones and price setups 


There are many possible rules that can be designed using breadth. 
The area of extreme zone which can be roughly defined as 60% and 
20% in Nifty is very useful information. Market in this zone indicates 
exhaustion; hence, Fresh longs are better avoided when the indicator 
is above 60% and Fresh shorts may be avoided below 20%. Traders 
should remain cautious at breadth indicator extremes and reduce 
their position sizing during such periods. Leverage should be under 
control and allocation should be reduced; 10% and 70% readings are 
super extreme zones. 


PEF OT-percemt breadth indicator 


Figure 10.1.4: Nifty daily 0.25% x 3 cl DT-percent P&F Breadth chart 


Instances when the momentum is strong will push the breadth to 
the extreme zone, it is a sign that the market should be given some 
breathing space. When the breadth indicator is at an overbought 
extreme, the risk—reward parameter is not typically in favor of the 


bulls. Hence, the position sizing should be reduced for Fresh longs. 
Same way, oversold breadth suggests that risk-reward for fresh 
shorts is not favorable. So, breadth tells us what not to do. Markets at 
an extreme zone may not necessarily reverse immediately. They can 
turn into a Sideways or volatile phase. It is therefore wise to step 
aside until the breadth extreme condition is resolved and it moves 
away from the extremes. I call it a yellow signal. We have three 
traffic signal rules in India, Green, Red and Yellow. Breadth in 
extreme zone is analogous to the yellow traffic signal in trading. One 
should slow down the accelerator and reduce the speed. 


Breadth at extreme zone suggests unfavorable risk—reward metric 
for carrying forward positional trades. Wait for it to get back to 
neutral zone to initiate fresh trades. Remember, overbought or 
oversold breadth is not a proxy for market Tops and Bottoms. The 
breadth can remain at the overbought zones for a while during 
strong Uptrend and at oversold zones during strong Downtrend. 
They represent strong trends that can produce continuation 
patterns, hence current positions should be ridden as per the signals. 
There is no reason to exit the existing trades or investments when 
the breadth reaches the extreme zone. It is just that fresh trades 
should be curbed until the breadth returns to the neutral zone. Note 
that breadth is in neutral zone when it is not in extreme zone, 
meaning when it is between 60 and 20. 


Breadth at an extreme zone indicates exhaustion which may be 
followed by a time correction, which typically happens during strong 
trends. A continuation breakout is often seen when breadth sustains 
in the extreme zone. Normally, there is a possibility of weak high or 
low getting formed in that zone before producing a reversal. During 
range-bound markets, bearish formation above 60 is weak and 
bullish pattern below 20 is strong. Wait for the Fresh formation. 


Pattern confirmation is more important signal to trade, never pre- 
empt and take the signal for granted. 


Study of price trend can be helpful while reading breadth. 
Oversold DT-percent also indicates weakness because most of the 
stocks have changed column after breakout. Hence, it indicates 
caution and it is advisable to look for confirmation from other tools 
before taking contra-trend strategies. 


Price patterns such as Pattern retest, indicator divergences or 
reversal patterns at Anchor point when breadth is in extreme zone 
are great mean reversion (reversal) setups. It can also help in 
generating list of stocks for trading on lower time frames. 
Remember, trades are placed based on patterns, but the breadth 
indicator helps in filtering them. Indicators can be applied on 
breadth indicators to design strategies on it. Below is an example. 


Below is the 0.25% x 3 DT-percent breadth indicator of Nifty, 
plotted along with five-column moving average on it. 


f 
PEF 025% x 3 OT-percent breadth indicator 


Figure 10.1.5: Nifty daily 0.25% x 3 cl DT-percent P&F Breadth chart plotted along with 5- 
column SMA 


Above is an example of applying trend indicator on breadth. 
Bearish crossover once breadth line moves above 50 and bullish 
crossover below 20 are useful tools to apply contra —trend strategies. 


Breadth can also help in designing exit strategies; aggressive 
profit booking techniques can be applied when it is in extreme zone 
and trends can be ridden with trailing stops when it is in neutral 
zone. 


Let me show you an interesting chart. Have a look at 0.25% x 3 
DT-percent breadth indicator chart of Nifty 50 during 2017. 


PEF 0.25% x 3 OT-percent breadth indicator 
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Figure 10.1.6: Nifty daily 0.25% x 3 cl DT-percent P&F Breadth chart 


Breadth was in neutral zone for about six months and Nifty went 
from ~8600 to ~9800 during this period. It helps us in identifying 
strong trends and focusing on continuation breakouts during such 
phase and avoiding mean reversion techniques. Price oscillators 
would typically show overbought reading during such rally. The 
breadth considers the trend of all the group constituents and 
tracking it will help one assess the overall state of the market. 


Remember these powerful rules with regards to breadth extreme 
zones. Oversold breadth during uptrend and Overbought breadth 


during downtrend provide wonderful mean-reversal trading 
opportunities. 


Sectors & Stock Groups Breadth 


We have seen breadth of Nifty-50, which should usually be followed 
to gauge the overall state of the market. Breadth indicator of sectors, 
other indices or group of stocks can be built in the similar manner. 


Being cautious when there is euphoria associated with mid-caps 
and small caps can save one from getting stuck at the wrong levels. 
Figure 10.1.7 and 10.1.8 shows the 1% x 3, DT-percent breadth 
indicator chart of Nifty-500 and Nifty Mid-Small cap 400, 
respectively. 


Nifty 500 1% x 3 PAF OT percent breadth indicator 
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Figure 10.1.7: Nifty 500 daily 1% x 3 cl DT-percent P&F Breadth chart 


Nifty Mad-Small 400 1% x 3 PEF OT-percent Breadth indicator 
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Figure 10.1.8: Nifty Mid-Small cap 400 daily 1% x 3 cl DT-percent P&F Breadth chart 


All three approaches discussed can be observed on the above 
charts. 


The representation would be better if there are more than 30 
stocks in a group to build the breadth indicator. If there are fewer 
constituents the breadth indicator reaches extreme reading of 70- 
20% frequently. When multiple box-value breadth of a sector 
reaches extreme zone, it is a sign that a significant cyclical Top or 
Bottom is in the making. 


Below is an example of a table showing breadth reading and 
comment against all sectors of Nifty. 


Figure 10.1.9: Nifty all sectors breadth indicator reading 
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Sector Relative Strength and Breadth can help to ascertain 
favorable risk—reward setups in a sector. Price and/or Relative 
Strength breakout in sector index when breadth is in neutral zone is 
an effective setup. When breadth of any sector is in extreme zone, 
look for the RS chart for indication of reversal — this could be one of 
the best reversal setups. One can also monitor the breadth of the 
personal portfolio on a regular basis or a group of interesting stocks 
to identify exhaustion. Breadth is one of the most important, logical 
and vital tool in any trading kit. The best part is that it complements 
other methods of analysis. 


How about plotting breadth indicator as a P&F chart instead of 
line? 
P&F of Breadth Indicator 


Figure shown below is 1 x 3 P&F chart of 1% x 3 DT-Percent breadth 
indicator chart of Nifty-50. 


Nifty 50 2 x 3 Point & Figure chart of 0.25% x 3 OT-percent Breadth indiator 
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Figure 10.1.10: 1 x 3 P&F chart of Nifty daily 0.25 x 3 cl DT-percent P&F Breadth 


The above P&F chart was plotted using absolute box-value 1, 
because it is an oscillator going to move within specific range; it is 
not a price range where log value is important. This can make all 
readings we discussed above very simple and objective. Follow 
pattern retest and breakouts during extreme zones. In fact, simple 
column reversal during extreme zones can be helpful because a price 
can remain there for a long time during strong trends. In simple 
words, we don’t know how far the breadth can go after crossing 60 
or going below 20, nor do we know how long it will remain at those 
extremes. A column reversal pattern will help in timely indication of 
an impending reversal and patterns will provide further 


confirmation. Bearish patterns on P&F chart of breadth are very 
helpful and turn out to be leading signals many of the times. 


Breadth complements Point & Figure. We study strength and 
breakouts in P&F but breadth comes with controls that dramatically 
improve the profitability. It doesn’t allow us to be complacent and it 
complements P&F breakout patterns. In cricketing analogy, a good 
batsman should know when to play offense and defense. The P&F 
patterns tell us how to hit; breadth helps us decide when to be 
aggressive and when the balls should be left alone and turn 
defensive. 


Experienced traders use leverage to generate alpha. It is a skill, 
and it is important to understand when to utilize leverage. It is 
dangerous to remain over-positioned during overbought and 
euphoric phase and breadth indicator can help us identify such 
instances. Beginners should compulsorily avoid leverage. They 
should rather learn to be under-positioned, which will turn out to be 
to their biggest advantage. 


Breadthastra 


Astra is Sanskrit mean weapon. I gave this name to stress the 
powerful rule that has stood the test of time for me. I depend on the 
price breakout that occurs when breadth is in neutral zone (between 
60 and 20). I have seen a high percentage of winning trades happen 
when the Nifty has active bullish counts, gives a pattern breakout 
while the breadth is in neutral zone. Same applies to negative 
breakouts and active bearish counts in downtrend when breadth is in 
neutral zone. Breakouts when breadth is in extreme zone are always 
a suspect. In cricketing analogy, look to score in singles and twos and 
do not look for the big shots when the breadth is at an extreme. 


Many of times, significant breakouts are missed out by focusing 
on resistance, and significant resistances are overlooked by looking 
for breakouts.The breadth indicator is a method to identify when to 
focus on breakouts and when to look for reversal trades at resistance 
or support. 


The above methods are applicable to bullish percent breadth 
indicator also. There are many breadth indicators available on usual 
bar or candlestick charts as well; stocks above-below average, new 
High-Low, number of advances and declines, etc. There are other 
P&F breadth indicators as well. But, realize that “All roads lead to 
Rome.” So just follow any one of them but stick to the chosen one. I 
instantly fell in love with P&F-based breadth indicators because of 
their simplicity. 


Summary 


A. 
Broader market trend is the most important aspect of 


trading. 


Breadth should be monitored by every market participant to 
be aware of prevailing sentiments; they perform well during 
strong trends. 


Follow cautious approach when breadth reaches extreme 
zone. 


Look for reversal patterns when multiple breadths coincide. 


Pattern retest, indicator divergences or Anchor point 
support-—resistance reversal formations when breadth is in 
extreme zone are great mean reversion setups. 


Prefer breakouts when breadth is in neutral zone. 


A 


P&F chart of breadth indicator makes the job very easy and 
helps us in combining all the observations. 


We have discussed all important aspects of P&F analysis. Take a 
pause and spend some time to ponder over the below-mentioned 


points. 


A 


A 


Patterns: Basic, Major, other patterns, variations and failures 


Analysis: Mini Top—Mini Bottoms, objective trend lines, 
Counts, Anchor point, Climax, Anchor Top—Bottoms, ABC 
and Tweezers 


Indicators: Moving averages, Bollinger bands, RSI, ADX and 
XO zone 


Parameters: Box-values, pattern cluster, High-Low charts, 
time interval charts 


Other box-values: 2 box, 5 box and 1 box charts 


Relative Strength: Identify out-performers and under- 
performers 


Breadth: Identify phases of exhaustion or extremes 


Before we take this further and discuss some more about trading, 
let’s discuss some interesting aspects of P&F. 


The purpose of the following chapter is to channelize your 
thoughts about various other possibilities. A few thought-provoking 
ideas are discussed in brief and explained via images. 


Chapter 11 


DYNAMIC POINT & FIGURE 


11.1; P&F AND CANDLES 


P&F techniques can be traded along with your current methods and 
systems. Candlestick formations are very popular and widely 
followed patterns. Point & Figure and Candlestick charts can be 
analyzed simultaneously to embrace the strength of each other. 
Below are some ideas. 


Long P&F Columns 


Long P&F column display trend, there could be a time consolidation 
in between that didn’t qualify for the column reversal. Consider this 
example: A failure of the bearish candlestick pattern is a nice trading 
opportunity when the price is in a long column of X in the P&F 
chart. Refer image shown below. 


Long bullish column Failure of bearish candlestick pattern 


Image 11.1.1: P&F column and candlestick pattern 


In the image shown above, hanging man and bearish engulfing 
failed when price went above the high of the red candle. One can 
trade it with stop based on candlestick formation. It is a simple yet 
powerful formation that traps the weak positions in the strong trend 
and provides fuel for the next move. 


Similarly, bullish pattern failing when there is a large bearish P&F 
column is a bearish trading setup. There can be any candlestick 
reversal pattern such as Engulfing, Harami, Hammer, Doji, etc., for 
this setup which fails. Bearish candlestick pattern fails when price 
goes above the high of the pattern, and bullish candlestick pattern 
fails when price falls below the low price of the pattern. 


Long bearish column Failure of bullish candlestick pattern 


Image 11.1.2: P&F column and candlestick pattern 


In the above image, bullish piercing and Harami candlestick 
patterns failed. Bearish trade can be taken with stop placed at top of 
the candle and bullish trade can be taken with stop placed at bottom 
of the candle that qualified the setup. 


Of course, one can trade Continuation candlestick patterns as 
well during Anchor columns. But candlestick patterns we are 
referring to here are reversal patterns that failed during strong 
trends. Hence, this is a high-probability trade setup. These are 
examples where P&F and candlestick charts can complement each 
other. 


Converging P&F Formations 


Triangular P&F formations or series of inside columns display 
converging trend. Doji candlestick formation that suggests 
indecision, if occurred during the same time, indicates trendless 
state of the market. 


Sah 


Triangle 


Image 11.1.3: P&F and candlestick pattern 


It can be three- or four-column Triangle P&F formation and 
series of Doji candlestick formations or NR7 (Narrowest range in 
last 7 bars) that show serious congestion. This a strong signal of an 
impending breakout and a trending move. Breakouts in candlestick 
chart can also be traded in such cases as narrow range candles offer 
low-risk opportunities. Here, combination of both charts confirms 
the major congestion or squeeze in volatility. 


Candlestick Reversal Formation 


Bullish Candlestick Bullish Column 


reversal formation reversal 


Image 11.1.4: Candlestick pattern and P&F chart 


Have a look at the image shown above. Point A is bullish 
engulfing pattern that resulted in column reversal in P&F chart. As 
we know, a reversal candlestick formation indicates change in trend 
and not necessarily a reversal. In other words, it is possible that it is 
followed by the series of narrow candles instead of immediate 
breakout. The simple P&F formation can help in trading them. Point 
B is another bullish engulfing pattern that not only triggered a 
column reversal, but also ended up as a Double Top Buy pattern in 
the P&F chart. Reversal candlestick formations in such cases can be 
traded. 


It is a method of waiting for swing breakout before acting on 
candlestick reversal patterns. At times, market goes Sideways after 


such reversal candlestick patterns or it may get failed as well. P&F 
patterns can act as a confirmatory tool which can improve the win 
ratio of trading candlestick reversals. If reversal is vertical, you'll 
have poles instead of basic signals. This way, I might be adding a bit 
of a lag to candlestick patterns, but they end up reducing the whips 
or false breaks. 


P&F High-Low Traps and Candles 


In High-Low P&F charts, a column flips from ‘X’ to ‘O’ only when a 
new high is not made during the day. It is turned to bullish only 
when new low is not made during the day. It is an important feature 
and filters many premature exits. While all examples shown above 
are equally applicable in the High-low P&F charts, below is an 
example of a pattern that occurred in both the charts. 


Figure shown below is a Nifty daily candlestick chart and a High- 
Low P&F chart of the same period. 
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Figure 11.1.1: Nifty daily candlestick chart and 10 x 3 H-L Point & Figure chart 


The Bull Trap P&F formation in the chart shown above is also 
marked on candlestick chart. Price made new high but failed when 


previous swing low got broken. The level that will trigger a P&F Bull 
Trap is clearly known, which can be helpful while trading even 
short-term candlestick patterns. It helps in knowing that bulls have 
become weak and continuation candlestick formations can be 
traded. Vice versa is applicable for Bear traps. Notice in the chart 
that there are only continuation bearish patterns post Bull Trap, 
whereas, there are many candlestick formations in between. 


Knowledge of P&F formations and particularly traps can prove 
very useful information while trading candlestick formations. 


Traditional Patterns 


Below is the chart of Reliance Infra. 
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Figure 11.1.2: Reliance Infra daily candlestick chart and 1% x 3 cl Point & Figure chart 


Ascending Triangle formation of usual charts is marked on the 
chart shown above. It was diagonal Triple Top at the same time on 
P&F charts. It is possible that one is not aware of such multi-column 
P&F patterns, but familiar with a significant pattern breakout on 
usual candlestick charts. In such a scenario, one can trade basic 


continuation P&F signals post the breakout in candlestick charts. 
This way one knows how to take advantage of such popular pattern 
breakouts by trading simple P&F signals. Observe that there was a 
low-risk trade after the diagonal pattern in the above chart. By the 
way, the Follow-through Buy after the diagonal pattern is also a 
super pattern. The above observation is applicable for all popular 
patterns such as H&S, cup and handle, rounding Tops—Bottoms, etc. 


These are particularly useful information for short-term traders, 
but valid on every time frame. It is a sensible approach to pick the 
best of both worlds. 


11.2: VOLUME INDICATOR P&F CHARTS 


On Balance Volume, invented by Joseph Granville, is a most basic 
volume indicator. It adds the volume to the previous total when price 
rises, else it is deducted. OBV indicator calculated on usual charts 
when plotted using Point & Figure method becomes very simple to 
read due to the clear and objective formations. 


The box-value of OBV should be kept between 0.15% and 0.25% 
even for long-term analysis. Figure shown below is the 0.25% x 3 
Coal India price P&F chart shown along with its 0.25% x 3 OBV P&F 
chart during the same period. Note that value of OBV is divided by 1 
lac for better visibility. 
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Figure 11.2.1: Coal India daily price and OBV 0.25% x 3 cl P&F chart. 


Point A in price chart shows weakness while OBV indicator chart 
at the same time displayed multi-column breakout. Point B is where 
price witnesses large bearish column but OBV chart at the same time 
indicated lack of supply during the fall and showed continuation 
breakout columns. 


Observe the smooth chart that OBV P&F shows. The column 
analysis and basic formations show the price and volume trend. 
Usual P&F chart will form a Double Bottom Sell pattern if price falls. 
If the fall in price is not accompanied by significant volume, the Sell 
signal then will not get marked on OBV charts. Same way, Double 
Top Buy pattern will not get marked on OBV chart unless the buying 
has happened on significant volume. They can significantly 
complement usual price P&F charts. 


Strategy to trade OBV P&F charts is very simple; look for bullish 
price formations on price charts when OBV chart is bullish and look 
for bearish patterns on price chart when OBV chart is bearish. 


Positive column reversals, pullback setups and bullish price 
patterns when OBV chart is bullish become interesting price and 
volume setup. By the same token, bearish patterns not accompanied 
by significant volume may be avoided. Have a look at below chart of 
HFL. 


P 

| BHELO25% x 3 Point & Figure chan it HFL-OBV 0.25% x 3 Point & Figure chart f 

Í i 6012 69 
k 


Figure 11.2.2: IIFL daily price and OBV 0.25% x 3 cl P&F chart. 


Circled area on the chart shows that price corrected significantly 
but OBV chart was resilient and triggered Bear Trap. Arrows on the 
chart show that rise in price was accompanied by volume that 
translated into an Anchor column on OBV chart. 


All methods of P&F analysis are applicable on P&F OBV chart as 
well. Other volume indicators can also be plotted in the same 
manner to analyse P&F chart if one wants to incorporate volume in 
P&F and analyse price-volume charts. 


11.3: INDICATOR AS POINT & FIGURE 


A 14-day RSI is a popular indicator on bar and candlestick charts. 
Same indicator plotted in P&F charts is featured below. 
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Figure 11.3.1: Nifty 14 day RSI line chart and 2% x 3 Point & Figure chart 


This way, noise of RSI indicator can be removed and plotted for 
reading P&F patterns. Column reversals and basic formations can be 
useful indications to trade the underlying. Figure shown below is 
same RSI chart plotted using 1% box-value. 
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Figure 11.3.2: Nifty 14 day RSI 1% x 3 Point & Figure chart 


P&F pattern of RSI is a new dimension added to the usual 
analysis. Traps, Poles, Broadening, rising and falling Tops or Bottoms 
are patterns that help in trading RSI. Any indicator can be plotted 
using P&F method in the same manner, provided it doesn’t get into 


the negative territory. Plotting a chart in P&F format results in 
significant value-addition to the usual analysis done on indicators. 


Have a look at the daily candlestick chart of Bharti Airtel shown 
below. 


Bhartiartl daily candlestick chart 


Figure 11.3.3: Bhartiartl daily candlestick chart 


Twenty-day simple moving average is applied on the chart, which 
shows very smooth trend. How about applying that moving average 
as P&F? See below chart. 
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Figure 11.3.4: Bhartiartl 20 day SMA 0.25% x 3 Point & Figure chart 


Chart period Feb 2015 to Sep 2017 
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Above chart is of 2.5 year duration. This is the moving average 
plotted as P&F and notice how it captures the trend in a crisp and 
clear fashion. Column reversal and basic signals are very informative 
in this case. 


Although there is no need of doing it, because such trend 
smoothening can be achieved simply by increasing the box-value on 
P&F charts. The chart above is just to showcase that indicators can 
be plotted as P&F to analyse the trend. 


I am controlling my enthusiasm here and keeping the chapter 
brief. Many indicators on usual charts and on P&F charts can be 
plotted in the P&F format. It is not necessary, of course, but is a fun 
exercise nonetheless. 


11.4: MUTUAL FUND P&F 


Mutual Fund NAVs can be plotted using Point & Figure construction 
method as well. Figure shown below is a 2% x 3 P&F chart of HDFC 


Mid-cap Opportunities Growth fund. 
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Figure 11.4.1: HDFC Mid-cap opportunities fund (G) 2% x 3 Point & Figure chart 


Trend lines and counts on the chart are drawn from Mini 
Bottoms. It becomes simple to read and track Mutual Funds in this 
manner. The above chart captures about 9 years of data. Simple 
moving average indicator should also be sufficient to identify the 
trend. 


Figure 11.4.2 shown below captures 14 years of data. It is a 2% x 
3 P&F chart of HDFC Top 200 Growth fund plotted along with 20 
column simple moving average indicator. 
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Figure 11.4.2: HDFC top 200 (G) 2% x 3 Point & Figure chart 


P&F price patterns are equally applicable on these charts and tell 
us more about the sentiments of investor participants. Below is 2% x 
3 P&F chart of HDFC Infrastructure Growth fund plotted along with 
20-column simple moving average indicator. 
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Figure 11.4.3: HDFC infrastructure fund (G) 2% x 3 Point & Figure chart 


Pattern A is Multi-Bottom Sell formation. Pattern B is a Bear Trap 
though below moving average. Pattern C is a Bull Trap down 
crossing average line. Pattern D is bearish pattern that reversed 
followed by Buy signal above moving average at E. Pattern F is a 
Tripe Bottom Sell formation. 


We usually view the table displaying the returns of Mutual Funds 
over a period of time to analyse their performance. Point & Figure 
Relative strength charts can be drawn to view the same. Figure 
below is 2% x 3 P&F chart of HDFC Mid-cap opportunities growth 
fund divided by Nifty. Rising columns in the chart shows 
outperformance and falling column suggests underperformance of 
the fund against market barometer. 
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Figure 11.4.4: HDFC Mid-cap opportunities fund (G)/Nifty 2% x 3 Relative Strength Point 
& Figure chart 


The breakout from large consolidation and series of bullish signal 
shows better performance of the Fund. Figure shown below is 2% x 3 
P&F chart of HDFC Infrastructure growth fund divided by Nifty. 


Q 2% x 3 HOFC Infrastructure Relative strength PAF chart = 
Q = 
EEE Ens 
a Q = 
commen on as 
eater z Q O-K-0 š ; i QE 202 
OX ( Oo { QO E 
ORORGORO 0) Q Q X Q 8 0 OXO E 
O%O%O Q 6, OXOXO í ) OXF 
è) Pad ? { f O O ieena aena was 18.75 
0 URO ELE ORE 
) 0 0) OXE 
H 5 Q O__F'y7.67 
0 6 ; Q = 
0 OXO = 
D i iex 
r bs 
Me : . m 15.08 
Hep. O = 
n iO X O a 
e £14.21 
it = 
is 13.13 
G E 
RASI PEIEE E E ESEN ie Chaet period from December 2008 to May 2016 [T 


49 


Figure 11.4.5: HDFC infrastructure fund (G)/Nifty 2% x 3 Relative Strength Point & Figure 
chart 


Several patterns are marked on the chart. The series of Sell signal 
during 2010-2014 suggests underperformance of the Fund against 
Nifty. 

Lower box-values can be referred to for short-term horizon. We 
discussed relative strength matrix in Chapter 8. Mutual fund 
performance matrix can be designed in the similar manner to rate 
funds based on their performance in RS charts. Constituents of top 
performing funds can help us in identifying the leaders. All other 
methods of P&F analysis are applicable on Mutual fund and ETF P&F 
charts as well. 


11.5: NIFTY PE 


Price earning (PE) ratio is another important tool widely followed by 
many market participants. It is calculated by dividing the stock price 
of the company by its earnings per share and used as tool to check if 
the company is undervalued or overvalued. 


Figure shown below is 0.25% x 3 Point & Figure chart of PE ratio 
of Nifty. 
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Figure 11.5.1: Nifty PE 0.25% x 3 Point & Figure chart 


PE above moving average is bullish and below average is bearish. 
It is sufficient to tell us trend of PE. Let me pack the chart with more 
information. Below is a PE chart with trend lines, counts and XO 
zone. 


Nifty PE 0.15% x 3 Point & Figure chart 
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Figure 11.5.2: Nifty PE 0.15% x 3 Point & Figure chart 


Trend, open counts and achievement or non-achievement of 
counts can be analyzed in chart plotted above. 


Below is 1.50% x 3 Point & Figure chart of PE ratio of Nifty. 
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Figure 11.5.3: Nifty PE 0.1.5% x 3 Point & Figure chart 


Converging formation is shown by the subjective trend lines on 
the chart. Anchor points are shown in the chart from the first leg. It 
is a useful tool to plot on such typically range-bound instruments. 
Approximately 20 is the Anchor point level of entire chart of PE. The 
most traded box-price in the entire tenure of the instrument can be 
identified by drawing the Anchor point from the first column of the 
chart to the current. It is a P&F mean or average point of an 
instrument; price is expected to hover around that level, when 
revisited. 


The fun part is over and let’s get back to the business of trading 
in the next chapter. 


Chapter 12 


TRADING 


Various methods and techniques on P&F discussed throughout this 
book are applicable on all time frames and box-values. Even one or 
two things understood properly can make you trade any instrument 
successfully. A few strategies are discussed in this chapter from 
investing and trading perspective, to arm you with more ideas and 
use the ones that suit your approach. 


12.1; INVESTING 


Generally speaking, investment is made keeping larger time horizon 
in mind. It is a sensible approach to use higher box-values when time 
horizon is large. All P&F methods that we have discussed can be 
applied on larger box-value charts for medium-term or long-term 
investments; I am not repeating it unnecessarily. The earlier 
discussion about Slot 3 and Slot 4 box-value charts are sufficient to 
trade from a longer time horizon. 


There are two specific methods of investments made objective 
and explained below. 
3% Multi-Column Breakout 


I recommend 3% box-value on three-box reversal charts, for trades 
and analysis for medium-term and long-term horizons, especially for 


mid-cap and small-cap stocks. Breakouts from large consolidation or 
horizontal formations like head and shoulders or cup and handle, 
etc. on daily-weekly bar charts show up as a simple Triple Top or 
multi-column breakout formation on these P&F charts. 


Below is daily candlestick chart of Amarajabat. A price 
consolidation phase between February and August 2013 is shown in 
the chart. 
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Figure 12.1.1: Amarrajabat daily candlestick chart 


Same consolidation phase is also displayed in the box on P&F 
chart below plotted with 3% box-value. Such complex phase in the 
candle stick chart, comes across as a Quadruple Top breakout in the 
P&F chart. 
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Figure 12.1.2: Amarrajabat daily 3% x 3 cl Point & Figure chart 


It may not be a quadruple formation always, but multi-column 
breakouts or variations of it on this box-value chart represent a 
significant breakout from large and complex formations in the 
traditional time-based chart. While this was a Triple Top pattern as 
well, a Double Top pattern after retracement on these charts is also 
useful information. An investment can be made and ridden on this 
box-value as per the trailing methods that we have discussed. 


To keep it simple, find Triple Top and diagonal top breakouts on 
3% box-value charts. Such multi-column breakout P&F formations 
show that price is coming out of some serious consolidation 
spanning across a number of days or weeks or even months in some 
cases. Often, you will find that the breakout candidates identified 
from this method have consolidation breakout formations such as 
usual cup and handle or head and shoulder in traditional time-based 
charts. 
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Image 12.1.1: Consolidation breakout patterns 


Have a look at daily candlestick chart of Escorts shown below. 
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Figure 12.1.3: Escorts daily candlestick chart 


It looks like inverted head and shoulders to me. Breakout from 
this kind of formations suggests accumulation or distribution and I 
always used to look for them on usual charts. The only issue is that it 
is very difficult to run a scan and shortlist such candidates in the 


traditional time-based charts. Have a look at 3% x 3 P&F chart of 
Escorts below. 


Escorts 3% x 3 Point & Figure chart 
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Figure 12.1.4: Escorts daily 3% x 3 cl Point & Figure chart 


The Triple Top Buy pattern in the above chart suggested breakout 
from a 9 months accumulation pattern. Being an objective pattern, it 
can be scanned and the candidates where such breakouts happened 
can easily be identified and shortlisted. At times, it throws the list of 
stocks we get surprised to come across because we realize how 
difficult otherwise it be to identify such breakouts. Have a look at 
chart of VST industries shown below. 


VST Ind 3% x 3 


Figure 12.1.5: VST industries daily 3% x 3 cl Point & Figure chart 


The above Triple Top Buy pattern duration was more than a year. 
Look at the accumulation pattern on candlestick chart shown below 
that immediately catches the eye. 


VST daily candlestick chart 


Apr 2015 to dul 2016 


Chart period: Aum 2015 to Oct 2056 


Figure 12.1.6: VST industries daily candlestick chart 


The stock delivered a 100% return in the following year. There 
are many such examples to share. But the best part with this method 
is that the pattern is objective and the failure point is also clearly 
defined. This makes it simple to estimate the initial risk if the pattern 
fails. The risk—reward will be very attractive if you ride the trend 
using basic P&F patterns. 


In a nutshell, plot 3% box-value chart and scan for Triple Top Buy 
or diagonal Triple Top Buy patterns. Trade the candidates on that 
box-value if you are comfortable with the initial risk. Otherwise, 
identify the breakout candidates and trade them in a lower box-value 
that suits personal investment style. 


The method is applicable on different box-values also. One can 
apply subjectivity and look for multi-column breakout instead of 
simple triple or diagonal, but keep things simple initially. 


P&F Turtle Investment Method 


We discussed the Turtle trading setup on Point & Figure charts in 
the first chapter. That knowledge can be applied for investment 
purpose with a long-only approach. For example, buy when price 
goes above highest price of last 20 ‘X’s and exit if it falls below the 
lowest price of last 10 ‘O’s. This should be applied on lower- or 
medium-term box-value charts such as 0.25% or 1%. 


See the Sun Pharma chart shown below. 
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Figure 12.1.7: Sun Pharma daily 1% x 3 cl Point & Figure chart 


Such strategies for investment have delivered attractive returns 
when back-tested. But again, that should not be the sole reason to 
adopt an investment strategy. This method is objective in nature and 
the signals are very infrequent and come with a well-defined exit 
mechanism. Stocks can be scanned based on multi-column breakout 


for investment. 


Below is another stock from the pharma sector showing the 
breakouts on High-Low chart of 3% box-value. 
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Figure 12.1.8: Lupin daily 2% x 3 H-L Point & Figure chart 


There are about four trades in the chart shown above, two 
worked and two failed. Observe the gains from the profitable trades 
compared to the loss from the trades that didn’t work. Hence, while 


the success ratio will be relatively moderate in this method, it scores 
handsomely in the risk—reward metric. 


As stated earlier, whipsaws triggered by a strategy is unavoidable 
and must be viewed as premium paid for early exits to avert a 
significant erosion in the trading capital. Always remember that a re- 
entry is not banned. During a strong trending phase, a buy and hold 
strategy will deliver better returns compared to this strategy. But this 


method will outperform over a period of time, and safeguard the 
investments when the tide turns rough. 


Below is the chart of Tata Steel showing the exit based on such 
simple method before the severe fall in the second half of 2008. 


Tata steel diy 1% x 3 cl Point & Figure chart 


Figure 12.1.9: Tata Steel daily 1% x 3 cl Point & Figure chart 


There are many such stocks that can be showcased as an example 
to show the importance of timely exits. Parameters can be tweaked 


based on personal preference but the key takeaway here is that a 
well-defined exit method shall outperform over a period. We have 
discussed in the chapter on Relative Strength that not all stocks 
perform even when the overall market trend is bullish. 


Such types of sharp crash can happen even during an overall 
uptrend in the stock market. Similarly, certain set of stocks perform 
well even during bear markets. They can also be verified based on 
fundamental analysis and traded with this kind of a method or it can 
be the other way around too. Other methods of analysis will only 
complement P&F strategy. 


I strongly believe that there must be value and base for price to 
go up, otherwise rallies are short-lived. The Triple Top or multiple 
top breakout pattern is a simple approach to find the breakout from 
base candidates. One can perform financial analysis to identify 
candidates that have value. I am a firm believer of fundamental 
analysis. I completely agree that one can invest confidently and 
significantly only if there is a story in the stock or sector supported 
by qualitative and quantitative analysis. One should study valuations, 
and invest in companies which have strong management and 
competitive advantage. But it is very difficult to keep track of macro- 
and micro-environment on a frequent basis and there is a risk of 
going wrong there as well. Price setups are often a lead indicator and 
help identify candidates on which further fundamental research may 
be conducted. There is no right or wrong way to select stocks. Just 
stick to the approach that makes sense to you. I believe in Funda- 
Techno approach, but if one is not well versed with fundamental 
analysis, investments then can be considered using the methods that 
we have discussed on P&F charts. Methods discussed in this chapter 
will not give frequent exits but will ensure that you exit before the 
situation worsens. 


This shows that objective and simple systems can be designed on 
P&F. Notice that both methods are for medium to long-term 
investments, but one is applicable on higher box-values and the 
other is on lower. Hence, all box-values are useful; it depends on the 
method that we apply. Using the P&F patterns in conjunction with 
relative strength charts will help in improving trading or investment 
SUCCESS. 


The TradePoint software has capabilities of all types of back- 
testing. Try testing the above methods; you might be surprised to see 
what simple strategies can deliver. I could give this chapter a title 
such as How to find multi-bagger or How to make millions using simple 
methods. 


Mini Top—Mini Bottoms, Anchor Top—Bottoms, Tweezers, 
Climax, etc. are other formations to name a few discussed in the 
book that can be applied from the investment perspective. Below are 
a few strategies discussed for short-term and medium-term trading. 


12.2: SHORT-TERM AND MEDIUM-TERM TRADING 


Analysis 


Analyse the chart on different box-values and trade the patterns 
based on it. Look for the broader picture, plot objective 45-degree 
lines and treat breakouts as important when breadth is not at an 
extreme zone. Below are a few examples showing how patterns can 
be traded based on overall chart analysis. 


Below is 0.25% x 3 P&F chart of Jisljaleqs. 
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Figure 12.2.1: Jisljaleqs daily 0.25% x 3 cl Point & Figure chart 


Pattern A is a four-column Triangle when RSI at point B is 
positive. Point C is bullish ABC setup when RSI at point D has turned 
positive after consolidation. Pattern E is super pattern that offers 
another opportunity to trade in the direction of the ABC setup 
count. 


Below is 1% x 3 chart of Apollo Hospital 
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Figure 12.2.2: Apollo Hospital daily 0.25% x 3 cl Point & Figure chart 


Point A is bullish double pattern retest. B is bearish 100% Pole; it 
was invalidated at point C that led to the chart turning bullish. Point 
D is Ziddi bulls pattern that also triggered ABC breakout at point E. F 
is four-column Triangle breakout that also resulted in a Tweezer 
pattern. Point G activated the Tweezer and happened to be a four- 
column Triangle breakout. 


Practice will make you observe these formations on any P&F 
chart. The best advantage is that once the strength is identified in a 
instrument, patterns will keep giving opportunities to trade them 
continuously. Many traders identify a stock at the right time but exit 
early. The other typical mistake is that they don’t trade its 
Continuation moves. P&F patterns will keep giving opportunities to 
trade Continuation signals in them. 


Below is 0.25% x 3 chart of Reliance Industries. 
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Figure 12.2.3: Reliance daily 0.25% x 3 cl Point & Figure chart 


The chart above shows bullish 45-degree lines drawn from Mini 
Bottoms. Notice ABC and Tweezers when XO zone is showing the 
strength; there is no reason not to trade it. One more thing — 
Tweezer activation also negated the prior Bull Trap marked in the 
chart. 


Top-Down Approach 


The relative strength analysis can be the starting point in identifying 
a list of counters to be traded. Find the list of sectors outperforming 
the broader market index and then find the outperforming from 
those outperforming sectors. It is a top-down approach of finding 
out the list of stocks to be traded. The next step is to study the chart 
patterns in those shortlisted candidates to execute the trades. 


Outperforming Sectors 


Outperforming Stocks 


Price analysis 


This method was explained in detail in Chapter 8. Below is an 
example. 


Figure shown below is 0.25% x 3 Relative Strength chart of Bank 
Nifty against Nifty. 


Bank Nifty / Nifty 0.25% x 3 RS P&F chart 
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Figure 12.2.4: Bank Nifty/Nifty 0.25% x 3 daily Relative Strength Point & Figure chart 


Triple Top Buy formation shown by the arrow indicates strength 
in the setup which is occurring above the objective trend lines. 
Aggressive horizontal count and bullish vertical counts derived from 
the pattern indicate that Bank sector may outperform broader 
market index. 


Figure shown below is 0.25% x 3 P&F chart of HDFC bank for the 
same period. 
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Figure 12.2.5: HDFC bank daily 0.25% x 3 cl Point & Figure chart 


Triple Top formation in bullish environment when ADX also 
shows clear trend, indicates strength in the stock and shows that it is 
one of the leading candidates of the bank index, and outperforming 
the Nifty. 


Keep track of stocks that fall less when markets correct, they 
tend to perform better when market recovers. Continuation patterns 
in those instruments offer high-probability trades. 


Pattern Cluster 


We discussed the concept of pattern cluster in Chapter 5. The best 
trades can be generated when there is a significant pattern visible 
across different box-values, especially when there is a breakout 
pattern on higher box-value and some failure formation in the lower 


box-value or time frame. When setup has got breakout and failure as 
an ingredient, chances of success are increased. 


So find the stocks where there has been a major bullish formation 
on higher box-value charts such as 1% or 3%, and look for bullish 
setup on lower box-value chart that provides low-risk setup that can 
be traded. 


Look at P&F charts of Engineers India shown below. 
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Figure 12.2.6: Engineers India daily Point & Figure charts 


There was Triple Top Buy formation on 1% box-value formation 
and Triangle failure formation on 0.25% box-value followed by 
another Buy pattern. It is discernible that the attempts by bears in 
lower box-value failed when the price managed a significant 
breakout on the higher box-value is a significant information. Price 
witnessed 15% jump over the next few sessions. 


Below is LIC housing finance P&F chart. 
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Figure 12.2.7: LIC housing finance daily Point & Figure charts 


There was a Triple Top Buy formation on 1% chart and super 
pattern on 0.25% chart that offered a low-risk trade. It is better to 
know about larger degree setup while trading such breakout patterns 
on lower box-value charts and it helps in filtering out setups and 
increases the chances of success. 


Below figure shows interesting setup in Canara bank. 


Canara bank: Pattern cluster Chart period: July - August 2016 


Figure 12.2.8: Canara bank daiy Point & Figure charts 


It happened to be Triple Top Buy formation across box-values at 
the same time. It may not be the case all the time but breakout in 
multiple box-values or appearance of major patterns on different 
box-values at a same time present a good trading opportunity. Price 
went up by over 20% over next few trading sessions. 


When there is major pattern cluster at multiple box-values, 
chances of a trade turning profitable is quite high. Box-values 0.25%, 
1% and 3% are recommended to begin with this method of analysis. 
You may like to observe other tools like trend lines and indicators 
once pattern cluster is found. 


One Setup Trading 


One setup trading is one of the great advantages that P&F charts 
offer. Pattern following is a unique module that can be followed 


across time frames. For example, four-column Triangle breakout 
formation can be traded across groups of stocks whenever it occurs. 


Pick one or two patterns that you are most comfortable with 
from the list and observe, back-test and practice them. Trade them 
upon occurrence in stocks across universe. It is a more useful 
approach than drifting aimlessly. P&F offers an edge due to its 
objectivity and noiselessness. Selecting one or two patterns and 
trading it continuously is far easier said than done, because more 
than trading them, it is ignoring the rest of the things that turns out 
to be more difficult. It is not very easy to become deaf to 
surrounding noise and concentrate on a few setups. But trading can 
be successful that way, on all time frames. Because, with this 
approach, we let the market tell us what to do instead of imposing 
our opinions on it. Trading becomes a process that makes it a 
sensible business, which can be scaled up. The entire focus is on 
execution rather than analysis. 


People change their strategy when they go through a difficult 
period. Their mindless-style drift typically results in trading bad 
phases of multiple methods. Understand that no method is infallible 
and sticking to one is important. Accept a system or method with its 
drawbacks; understand the scenarios when it may not work well. 
The method that defines risk clearly, shall outperform in the longer 
run. 


System Trading 


Different systems can be designed on P&F with the help of patterns 
and indicators. Objective systems traded on a predefined universe 
can be effectively implemented on P&F as well; noise-free plotting is 
a big advantage with P&F method. 


Example of one such system is given below. 


For Long 

RS chart should be positive 

XO zone should be positive 

Trade bullish Follow-through 

Simple P&F patterns to be followed for exit 


For Short 


RS chart should be negative 

XO zone should be negative 

Trade bearish Follow-through 

Simple P&F patterns to be followed for exit 


The logic for above system is that I want to buy when there are 
more bullish prints than bearish and short a candidate where bearish 
prints are more. Follow-through is a smart pattern with predefined 
and usually affordable risk. Above system is just an example. Many 
other systems can be designed in the similar manner with 
combination of P&F patterns, tools and indicators. 


Trend Reversal 


Trend reversal or mean reversion trading is a contra-trend strategy 
where one is looking for setups against the trend in place. Below are 
the major triggers in P&F that can help contrarians: 


Reversal patterns when breadth is in extreme zone 
Anchor point 


Pattern retest 


RSI divergence 


A e e s . e 
Reversal formations when indicators are in exhaustion zone 
A . 
Reversal patterns at Bollinger band extremes 
A 


Relative low-relative high 


Combination of observations from above list offer best trading 
opportunities. Follow-through is the icing on the cake. 


Figure shown below is a 1% x 3 chart of Ashok Leyland. 
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Figure 12.2.9: Ashok Leyland daily 1% x 3 cl Point & Figure chart 


Weakness in new high was indicated by negative RSI divergence 
setup when Nifty breadth also entered overbought zone. Triangular 
pattern and its Follow-through bearish breakout when the breadth 


was overbought was a perfect setting to consider a counter-trend 
short trade. 


Figure shown below is a 0.25% x 3 chart of PNB. 
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Figure 12.2.10: PNB daily 0.25% x 3 cl Point & Figure chart 


Bullish double pattern when RSI was rising and breadth was in 
oversold zone triggered bullish mean reversion setup. Follow- 
through and Super pattern post also offered low-risk Continuation 
pattern trades. 


Convergence-Expansion 


Let me give you an idea how strategies can be designed using the 
traits and combinations of different patterns. 


Trade four-column Triangle breakouts and Broadening Follow- 
through formations on your universe of stocks. The former is pattern 
of convergence and latter is expansion. They will produce trades 
with different traits in various market environments. Both are 
dependable and complementary in nature. They are already 
discussed in this book along with examples, so I will avoid 
repetition. But I have tried to trigger a spark in your thought process. 
Explore trading based on this pattern combination method of P&F 
charts. 


P&F Setup 


P&F setup is a very simple method designed using unique, simple yet 
smart features of P&F charts. It is applicable on all charts and all time 
frames. 


P&F setup consists of two components: Pattern and Trend. 


Patterns 


Patterns in Point& Figure chart can be clearly defined as bullish or 
bearish. All major patterns are also basic Double Top Buy or Double 
Bottom Sell patterns except Poles. Hence, basic patterns and poles 
can be classified as bullish or bearish patterns. 
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Image 12.2.1: P&F patterns 


Triangle is a neutral pattern. All other patterns can be classified 
either as bullish or bearish. 


Trend 


Simple trend filtration criteria such as moving average help in 
identifying trend. The trend will be considered bullish if the price is 
trading above the moving average and vice versa 


Price above average = Uptrend 


Image 12.2.2: Trend identification 


We have now defined the two components : Pattern and Trend in 
a P&F chart. This can be used in any instrument and time frame. One 
may wonder why we have this differentiation between pattern and 
setup. Read on to understand the importance. 


If the trend is bullish and pattern is also bullish, then the context 
is most ideal to focus on bullish trades. We call it a bullish setup. On 


the other hand, if the trend is bearish and pattern is also bearish, 
then the setup turns bearish and one should focus on bearish trades. 


If the trend and pattern are not in sync, then the setup is 
considered neutral and it is advisable to apply neutral strategies. As a 
trader, it is very handy to know the context and market setup to 
decide the trading strategy. For instance, it is so very easy to lose 
money by shorting at each resistance in a rising markets or getting 
trapped buying at supports in a falling market. To avoid such 
situations, this delineation of trend and setup is useful. If setup is 
bullish, then buying on bullish breakouts and/or at supports is 
advisable. Similarly, bearish breakouts and selling at resistances are 
recommended if setup is bearish. And if setup is neutral, one should 
look for trend in the instrument concerned and then decide. 


Below is a table that lists out various possibilities based on the 
pattern, trend and resultant setup. 


Pattern Trend Setup 


Bullish Bullish Bullish 


Bullish 


Image 12.2.3: P&F Setup table 


One can apply own variations and use other box-values or 
indicators instead of moving average. That’s okay. But follow one and 
beware of over-tweaking. 


All techniques discussed above can be applied on time interval 
charts as well for very short-term or momentum trading. As 
mentioned earlier, one can plot various time interval charts but I 
recommend increasing box-value on 1 min time frame instead of 
plotting higher time interval charts. Usually, I recommend 0.15% x 3 
P&F charts on 1 min time frame; adjust it as per your method and 
preference. 


12.3: INTRADAY TRADING 


Very short-term trading such as intraday trading requires a special 
skill set. There is so much noise out there that it is so easy to 
overtrade. The best advantage of P&F for trading time interval charts 
is that it reduces the number of trading signals. 


Figure shown below is a P&F chart of Nifty showing Mini Tops 
and Bottoms, trend lines and vertical counts. Bullish formations in 
such cases should be traded. 


Nifty-1 one min 5x 3 P&F chart 


T myi TT 
vw 


x 


be 
ae 
— 
p 
~ 
= 
— 
» ni 

— 
pa 
— 
— 
— 


t 
> 
a 
N 


T 


TmT 
~ 
3 
z 


Figure 12.3.1: Nifty-I futures one min interval 5 x 3 cl Point & Figure chart 


Have a look at the time interval chart of Jet Airways shown 
below. 


Jet airways one Min 0.15% x 3 PEF chart 
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Figure 12.3.2: Jet Airways-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


Above chart of Jet Airways is shown along with volume on 1 min 
time frame. Point A is Triple Top Buy pattern with bullish count. 
Point B is where price achieved bearish downside count and also 


invalidated the bullish count. Point C is where diagonal Triple 
Bottom Sell pattern was formed. Point D is selling volume climax 
followed by four-column Triangle breakout at point E that also 
activated bullish counts till 580. Point F is Bull Trap and Triangle 
failure formation with significant volume bar reiterating bearish 
open counts on the chart. Notice volume picture during Uptrend and 
Downtrend days on the chart. 


This way, subjective analysis can be performed for intraday and 
momentum trading. Method such as one setup trading is a more 
sensible option in this time frame than random trading, which leads 
to emotional decisions most of the time. One setup can be traded 
throughout the day across instruments to yield best results over a 
period. Figure below is an example of Triple Top Buy formations on 
1 min time interval chart of Nifty. 


Nifty fut one min 5 x 3 cl Point & Figure chart 


Triple Top buy: example 


Chart period: Oct 2014 to Nov 2014 
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Figure 12.3.3: Nifty-I futures one min interval 5 x 3 cl Point & Figure chart 


Triple Top pattern is an example. There can be any other pattern. 
Opt for one you are most comfortable with. 


Super Pattern 


If trend is strong, pull-backs will be brief, and price will bounce soon 
to new highs. For one setup trading, the super pattern offers well- 
defined pattern with Follow-through and risk control mechanism 
already built in. It is one of the best approaches I have ever come 
across for trading lower time frames. It may have 40-50% hit ratio, 
but risk—reward is extremely favorable and setup is very objective, 
making execution an easy task. 
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Figure 12.3.4: Grasim-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


Below are 1 min time interval charts of MRPL and Bank India 
showing super pattern breakouts. 
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Figure 12.3.5: MRPL-I & Bank India-I futures 1 min interval 0.15% x 3 cl Point & Figure 
chart 


Gap ups and gap downs are not in our control and we can’t do 
much about those. But Continuation moves thereafter can prove 
very beneficial. Even during the day after a significant move, trading 
Continuation signals is a sensible approach. Super pattern is an 
objective method to identify candidates where there is a momentum 
which is the basic requirement of intraday trading. I recommend 
following a riding technique with P&F basic signals for exit; it will 
ensure that you make more when trade works in your favor and lose 
less when it goes against. 


Anchor Points 


Anchor points and Bollinger band are great tools to deal with 
trendless days. We discussed Anchor points on one-box reversal 
charts in Chapter 6 on intraday and short-term trading. They can be 
plotted on three-box charts also, especially on sessions of congestion 
or consolidation. Nonetheless, they can be applied on all sessions. 
Intraday Anchor points of consolidating days are important 


reference levels for coming sessions. Figure shown below is a 5 x 3 
P&F chart of Nifty plotted on 1 min time frame. 
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Figure 12.3.6: Nifty-I futures 1 min interval 5 x 3 cl Point & Figure chart 


The Anchor point drawn on 12" of February worked as support 
when price gapped down on 17" February. Patterns at Anchor point 
level help in taking the trading decisions. 


Below is an SKS micro P&F chart that shows bullish pattern near 
Anchor point on 1 min time interval chart. 
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Figure 12.3.7: SKS micro-I futures one min interval 0.25% x 3 cl Point & Figure chart 


Buying on a bullish pattern near lower band when markets are 
not in bearish mode is a profitable strategy. Follow-through or 
Double Pattern coming along makes it a great setup and helps in 
short listing momentum picks. 


Figure 12.3.8 is the 10 x 3 P&F chart of Bank Nifty showing the 
Anchor point, Bollinger band and Trend line. 
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Figure 12.3.8: Bank Nifty-I futures 1 min interval 10 x 3 cl Point & Figure chart 


On 18" February, price tested the Anchor point drawn across the 
columns recorded on 16" February and this happened when price 
was flirting with the upper Bollinger band. In the same session, 
lower band near the 45-degree line from important Bottom will act 
as a reliable support. They played the role to tackle 19™ February 
session as well. 


Falling or rising bands display decisive trends. Follow-through 


and Continuation patterns make more money during falling or rising 
bands. 


One-box running anchor point and horizontal count method 
were discussed in Chapter 6; I am not repeating the discussion here. 
If you have understood the three-box methods well, you can explore 
one-box chart setups. On this time frame, it helps in reading the 
pivotal points and use them as reference levels. 


Column Buzz 


The biggest problem that intraday traders face is in deciding the 
universe they should trade or settle down for trading fixed 
instruments on a consistent basis. One can decide on the universe of 
one’s favorite stocks from which specific patterns can be traded, but 
that doesn’t guarantee momentum. Every instrument goes through 
the cycle of contraction and expansion, or dull phase and a 
momentum phase. P&F can help you identify the candidates with 
momentum. Can you guess how? 


Yes, Anchor column. The stocks having lengthy columns on the 
charts are the typical momentum candidates and tell us where the 
action is. Isn’t it a sensible idea to look for trades in those stocks the 
following day? To make it objective and put things in simple words, 
any stock recording more than 25 boxes on 0.25% end-of-the-day 
chart qualifies as a column buzz. Make a list of all those stocks and 
trade their patterns next day. Trade bullish and bearish patterns in 
them filtered by trend, so that even exhaustion formation of daily 
time frames marked by column buzz can be handled and traded. 


ORB 


ORB (Open Range Breakout) is a popular technique followed for 
intraday trading. In ORB, the opening range of first 15 or 30 min 
candle is treated as range for the day, price remaining between the 
range is considered as consolidation and coming out from that range 
is known as an open rage breakout. 


Same formation can be designed in P&F charts as well, where 
ORB will not be based on time but price. First column of the day is 
the opening column and the range of that column provides reference 
levels for the ORB technique. Price remaining within the columns is 


a consolidation and breaching the extreme price of the column is a 
breakout. 


Figure shown below is a 5 x 3 chart of Nifty plotted using prices 
of every minute of 21st January 2016. 
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Figure 12.3.9: Nifty-I futures one min interval 5 x 3 cl Point & Figure chart 


Horizontal lines from Top and Bottom of the first column show 
the opening range for the day. Price remained within the range for 
rest of the day in the above example. Below are examples of opening 
range breakouts by price during the day. 
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Figure 12.3.10: Nifty-I futures one min interval 5 x 3 cl Point & Figure charts 


The first column reversal of the day decides the range of the day. 
And P&F patterns are guide to ride the trade. The patterns are traded 
in all cases. 


On the other hand, many of the times the entire day is of three to 
four columns in P&F. In such cases there will be no signal. Though 
the number of columns during the day depends on the box-value 
that we use, more columns indicate more activity and fewer columns 
indicate dull phase or non-participation. Trend is smooth to ride 
when fewer columns are produced with Continuation signals, though 
that may not be the case always. The second chart in Figure 12.3.10 
shown above is clear Downtrend with no Buy signal during the 
entire day. Trend is down but there were 21 columns. Figure shown 
below is a chart of 25t" May 2016 of Nifty 5 x 3 P& F chart. 
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Figure 12.3.11: Nifty-I futures one min interval 5 x 3 cl Point & Figure chart 

Price for the entire day remained in the same column. It is a very 
rare occurrence but displays clear Uptrend. Trend days are very well 
dealt with by P&F due to objective setups and clear riding 
techniques. But markets are dynamic; no strategy works every day 
and in all phases. Consistency is key. A trader should focus on exit 
methods so the limitation of any strategy does not hurt less than the 
benefits it gives. Like the ORB method, following the affordable 
setups in the direction of the trend should prove profitable over a 
period of time. 


Index Trading 


Nifty as per simple setup rules can be traded on lower time-frame 
charts. In other words, basic Double Top and Double Bottom 
patterns can be filtered by trend identification techniques like 


moving average. I recommend 5 absolute box-value for the same on 
1 min time frame. Have a look at the chart below. 
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Figure 12.3.12: Nifty-I futures 1 min interval 5 x 3 cl Point & Figure chart 


Same method can be followed on Bank Nifty with absolute box- 
value 10. Roughly, round number around 0.05% can be opted for 
plotting them. Vertical lines are day-separating lines in the above 
chart. Observe the noise that is reduced and fewer numbers of trades 
even on such a lower time interval chart. Trades using above box- 
values are momentum trades; box-value can be reduced for more 
number of trades. 


Anchor days: If you can’t follow these basic rules on a regular basis, 
you can do it on Anchor days. I define Anchor days as days when 
index has moved up or down by 0.50%. When that happens, open 1 
min time-frame chart, and trade patterns in the direction of trend. 
Follow basic P&F rules for exit, decide initial risk to be taken for 
every trade and stop if index moves back below 0.50% requirement. 
If it happens to be a trend day, you might enjoy it. 


Anchor instrument: It can be defined as instrument witnessing 
unusual move during the day. It is an anchor instrument for that day, 
and even basic signal breakout strategy filtered with trend indicator 
can be applied on them. 


Setup-Breadth Strategy 


Planning the strategy and preparing for the day is an important 
exercise for intraday trading. Here is an example of strategy 
designed using index trend to filter the trades. 


State of the Nifty is important factor for an intraday trader to 
keep in mind while deciding the trading strategy of a particular day. 
Hence, begin with reading the daily three-box reversal P&F chart of 
Nifty: 0.10% or an absolute round number around that. 


Define Nifty setup as bullish, bearish and neutral on daily time- 
frame chart as per setup rules explained earlier. Plot DT-percent 
breadth indicator of Nifty 50 index with 0.25% x 3 parameters. We 
discussed that breadth above 60% is overbought zone and below 20% 
is oversold zone. Any reading between them is a neutral zone of 
breadth. When the breadth is in neutral zone, look for bullish trade 
opportunities in stocks when the setup is bullish and bearish 
opportunities in stocks when setup is bearish. Use trend-riding 
techniques for exiting the trade. 


When breadth is in extreme zone, reduce the position size and 
look actively to lock profits. I recommend to be a lazy trader when 
the breadth is at extremes. This way, we can define the days as 
bullish or bearish when trend in index is established and there is no 
exhaustion. Sharp reversals or volatility when breadth is in extreme 
zone may generate more whipsaws. Hence, avoiding trading or 
reducing allocation during such days proves effective. A column 


reversal in the P&F chart of the breadth indicator while at extreme 
zone is a sign to be cautious. 


Simple setup rules can be applied on individual charts next day to 
decide bullish or bearish patterns. In this manner, we trade in the 
direction of patterns and trend when there is no exhaustion. We 
apply caution when there is euphoria or panic. Broader market 
index, index breadth, and individual trend are factored while 
determining the strategy for the day. 


The method is explained to explore an idea; parameters and rules 
can be changed or tweaked as per requirement. Other methods of 
analysis such as Relative Strength, etc., can also be applied for 
filtering the setup. One can also design one’s own universe of stocks 
to look for setups. When strategy for the day is decided, other 
methods and selected patterns can be traded on the selected group 
of stocks. The best part of defining rules is that we can define what 
not to do. 


Money is made by knowing how and when not to trade. Extreme 
breadth zone is a tool to decide which markets are to be avoided or 
traded with caution and look for quick exits. Breakouts during 
extreme phases often turn out to be poor breakouts primarily 
because the broad market lacks the fuel to power ahead. Often poor 
highs or poor lows are recorded during such phases. Markets can 
remain in extreme zone during strong trends and P&F chart of 
breadth is better tool to be followed during such times because a 
column reversal or a pattern in extreme zone will be a reliable signal 
of exhaustion. The retracement that brings breadth back to the 
neutral zone would provide better opportunity. 


When it is about intraday trading, money management and 
position-sizing strategies are very critical. Under-leverage and 


under-positioning is a far better approach. Overtrading is a big 
problem on this time frame and P&F will certainly help control that. 
Fixing a limit on the number of trades or turnover for the day is a 
must. Broadening days will make trend-following systems go for a 
toss, more allocation and trading on such days will result in major hit 
in the capital and also the morale. Remain very choosy and selective 
for trading, lazy trading is recommended. 


Many traders suffer from obsessive trading disorder. It is okay to 
miss trending moves or days, it is fine to underperform at times and 
it is absolutely normal to exit early and see the price moving further. 
Don’t chase. Markets open every day with infinite opportunities. 


12.4: OPTIONS 


Options are useful derivative trading instruments and they can be 
traded using technical analysis without having to understand the 
Greeks associated with them. P&F charts of options can be plotted 
and every P&F technique that we have discussed is applicable on 
them as well. 


Time interval P&F charts of option premium should be plotted as 
other time frames are not very useful in India where next or far 
month contracts are illiquid. One minute is best time frame to view 
them but box-value should be higher than what is applied for 
analyzing the underlying. Normally, it should be multiplied by 5 for 
each slot of box-values we discussed; 2—3% box-values are useful for 
trading combination of patterns. 


Figure shown below is 3% box-value P&F chart of 7200 strike 
price Put of Nifty of February 2016 expiry. 
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Figure 12.4.1: Nifty-I Feb 2016 7200 PE one min interval 3% x 3 cl Point & Figure chart 


Trend lines and counts in the direction of trend are shown in the 
chart. Pattern in the direction of both provide a trading setup; they 
come with entry, exit and trailing mechanism. 


Option is a tool that can be utilized for hedging by writing it 
against portfolio or some other position, which is popularly known 
as covered call strategy. Figure shown is the 2.5% box-value P&F 
chart of 7000 strike price Call option of Nifty of February 2016 
expiry with 10-column Bollinger band superimposed on them. 
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Figure 12.4.2: Nifty-I Feb 2016 7000 CE 1 min interval 2.5% x 3 cl Point & Figure chart 


Pattern retest formation shown at the higher level is followed by 
a downtrend. Sell strategy may be logical upon pattern confirmation 
at the upper band. It can turn out to be an effective pullback strategy. 


When we can plot Option P&F charts, all methods we discussed 
in earlier sections are applicable on them as well. If you want to 
trade less, increase the box-value, and if you want more trades 
during the day, then just reduce the box-value. 


For example, one setup trading is possible on option instruments 
as well. Have a look at below Option charts of Nifty and LT. 
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Figure 12.4.3: Nifty-I Apr 2017 9300 CE one min interval 3% x 3 cl Point & Figure chart 
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Figure 12.4.4: LT-I Apr 2017 1700 CE one min interval 3% x 3 cl Point & Figure chart 


Systems can be designed for trading option instruments using 
P&F patterns and also by applying indicators on them, but you need 
to reduce box-value. Below is a chart showing triple MA, XO zone 
and volume on Option straddle chart of Nifty. 


Nifty Sep 2017 9900 straddle 0.25% x 3 Point & Figure chart 
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Figure 12.4.5: Nifty-I Sep 2017 9900 straddle one min interval 0.25% x 3 cl Point & Figure 
chart 


Option straddle or strangle is a sum of two strike price premiums. 
They provide clues about the strength in the trend of the underlying. 
Recently, exchanges have introduced weekly expiry Bank Nifty 
option contracts. There are three possible outcomes after a breakout, 
either it will perform, won’t perform or move Sideways. Imagine, 
Bank Nifty is in uptrend and sell signal is generated in weekly put 
option charts. Two from three possible outcomes are in our favor if 
we sell put option in such cases; vice versa for Downtrend. Selling 
option needs a lot of experience, hence caution is warranted while 
doing it. This is my attempt to talk about infinite possibilities of 
designing trading methods on P&F charts. 


12.5: MORE ON TRADING 


Art of Losing 


Figure shown below is 0.15% x 3 cl P&F chart of UPL plotted on 1 
min time interval chart. 
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Figure 12.5.1: UPL-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


The Anchor point is drawn by connecting the two major points 
on the chart in the Uptrend. Let’s assume a trader has seen the chart 
when the support is taken at Anchor point when price formed Low 
Pole. Chart is magnified in figure shown below to drill into the 
formation at that point in time. 
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TradePoint: wvav.definedge.com 
Figure 12.5.2: UPL-I futures one min interval 0.15% x 3 cl Point & Figure chart 
A. Bullish 100% pole got formed at Anchor point. The setup is 


bullish. Column turned to ‘O’ but low of the formation is 
maintained. 


B. Sell signal triggered. But it turned out to be a weak breakout. 


C. Triple Top Buy Signal. Strong signal in bullish environment 
is a strong setup. 


D. Breakout failed and generated the sell signal to trap the bulls. 
But it turned out to be weak as well and formed column of 
‘X’ immediately, which turned out to be a Bullish Broadening 
formation. 


E. Buy signal triggered, a Follow-through to Bullish Broadening. 


I took this example because the ride was not smooth after price 
turned at support. Understand the setup; there could be different 
approaches to trade it. Two consecutive weak downside breakouts 
that maintained the bottom placed at anchor point. There could be 
different ways to trade it, column reversals after point B and D 
offered low-risk entries. The Follow-through formations can be 
traded and there were three Fresh signals in the chart if only basic 
signals were followed. Two of them failed and one of them is still on. 
Figure below shows the continuation to above chart. 


UPL one min 0.15% x 3 cl Point & Figure chart 
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Figure 12.5.3: UPL-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


Following the basic signals proves rewarding. Can the whipsaws 
be avoided? Methods like trend, Bollinger band or Follow-through 
rules can do it to a certain extent. The setup would become most 
easy to trade when I apply trend lines or indicators on it. Look at 
figure shown below. 


UPL one min 0.15% x 3 cl Point & Figure chart 
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Figure 12.5.4: UPL-I futures 1 min interval 0.15% x 3 cl Point & Figure chart 


Though we can take measures to reduce the number of trades and 
improve their efficiency, there is practically no way to avoid failures. 
Rather, they are an important aspect of analysis. 


We should work on techniques to possibly reduce failure and 
focus on ways to ensure not missing out the trends. Objective setups 
help in dealing with them in a better manner. Besides, it is important 
to know when and how to lose small, to grab the big profit 
generating opportunity. It is this giving away which is important 
sometimes to judge and feel the strength of the formation. Weak 
negative breakouts turning out to be a higher bottom or traps against 
the trend are the signals that tell more about the strength of the 
trend. The stops could have been at Mini Tops /bottom or indicator- 
based. Wider stops result in better performance. 


Position-sizing rules would better the performance. Adding at 
Follow-through and Continuation formation instead of putting 


everything at the initial signal is a nice approach to pyramiding. 
Many believe that the collective formation of all the participation is 
reflected on price patterns. But one becomes part of it the moment a 
trade is placed and having a detached involvement is not really a 
simple task thereafter. As said earlier, trading and analysis are 
separate sets of tasks. It is natural to be strongly opinionated but 
objective formations help in tackling this issue of being highly 
opinionated. Practice more to gain confidence in the setups. 
Confidence and conviction in setups play a big role in success. P&F 
charts have no noise, but it is very much present between the ears. 
Being calm and respecting the signals would help in making trading 
peaceful and noiseless. 


No opportunity is ever lost. If a move is missed, there will always 
be another one as the markets are open every day and continuation 
signals would ensure ways to participate in the trend. But then not 
everyone is comfortable to buy something at say 150 when they saw 
it trading at 120 recently. As they say, it is all in the mind. Leave the 
fancy words like bloodbaths and catastrophic rallies for the media 
and the newsmakers. 


The bottom line is: Accept losses, trade Continuation signals in 
the direction of the trend, and ride them. Major trades in direction of 
the major trend can pay rich dividends 


Affordability 


Have rules for initial risk that you will take. The singular way you 
can better your trading performance will be a trade filtered based on 
predefined and acceptable risk. The P&F boxes can help here. For 
example, place trades only when initial risk is of six boxes. This way 
you can run a scanner for patterns with permissible risk criteria. In 


real time, it can be very helpful because automatically a trade will 
not be placed without having prudent risk analysis. 


Exit 


We buy something, it goes up, we book profits, it goes further. We 
say we lack the patience. 


We buy something, it goes up, we don’t book, it comes down. We 
think we were greedy. 


We buy something, it goes up, we book, it comes down. - Well... 
when does that happen? 


Jokes apart, non-clarity of exit strategy is a significant problem 
that needs to be addressed. When and why to exit are important 
questions. Larger time frames offer wide stops but they are more 
productive. It saves you from the a series of small losses and 
overtrading as the signals are infrequent. Remember that 
accumulation of small losses does more damage than a larger stop. 
Analyse as many time frames and box-values but trade one, meaning 
exit should be based on one predefined box-value and time frame. If 
position is taken based on a 5 min chart and kept for BTST for 
whatever reason, it will eventually become a long-term investment 
as well. Often intraday positions get converted into long-term 
deliveries in this manner. Many portfolios are full of stocks not 
bought as a thoughtful investment but they come across as a bunch 
of failed short-term trades. No clear rules and frequent style drifts 
will lead us nowhere. Temptation of booking profits early make us 
miss out big trends and the inability to take the loss based on 
patterns make us keep holding weak stocks that turn out to be a 
bigger pain later. Mixing the time frames and no clear exit rules are 
biggest issues of a trader. 


Patterns do fail and markets can change suddenly without prior 
notice. Sectors & products or commodities that were looking so 
promising at one point are not even relevant today. Be flexible and 
respect exit rules. 


Market Wizards by Jack Schwager is a recommended book for all 
kinds of market traders. Successful traders have been interviewed in 
the book. Paul Tudor Jones is possibly one of the most successful 
traders of our time. He insists that a huge part of his success comes 
from cutting his losses quickly. If the price behavior is not in 
expected lines, then just get out. Also to quote Jesse Livermore, “One 
of the important keys to the success as a trader is understanding the 
market behavior and cutting the losing positions quickly.” 


The focus of most traders still remains on the entry. There are 
thousands of entry techniques and knowing as many of them is not 
important. I would like to reinforce that the focus should be on Exit 
strategies. Not much attention is paid to it even though so many 
books and all great traders have stressed enough on it. Understand 
that there may not be a perfect exit rule, everything has pros and 
cons. But to overcome emotional trading, it is very important to 
make exits very objective. Take complete charge and control over 
your rules of exiting the trade, which will make a world of a 
difference. 


Profit Booking or Pattern Exit 


Broadly, there are two types of exits that we discussed in the chapter 
on back-testing: riding and profit booking. 


It is said that profit booking is not a sin. You often will catch 
people advising you, “mil raha hai na, le lo” (If you are getting 
something, take it). Profit booking is certainly an important part of 


trading. At times we wait for a bearish pattern to exit the long trade 
and end up losing the profits that could have been booked. It also 
happens that we book profits just to see price flying high and we end 
up missing a big move. Hence, which approach to be followed is a 
not a simple question to answer. Markets are dynamic; phases change 
and what worked yesterday may not work today. 


The success ratio and risk—reward ratio have an inverse 
relationship. If you have found or experienced a technique having a 
high success ratio as well as risk—reward, it is perhaps a case where 
there is issue of smaller sample size associated with it. So if your 
strategy has scored handsomely in both aspects over a period of 
time, then think of tweaking it. This mathematics of trading applies 
to all methodologies. A value investor, picking the stocks based on 
business analysis and holding over a very long period may have a 
huge risk—reward ratio but a moderate success ratio, overall. Money 
is made when risk—reward is significant and trend is trailed. Success 
ratio doesn’t matter much. 


With such objective models, learn to treat trading as a business. 
And I think, like business, a trader should have multiple systems. A 
few systems with aggressive exits must be used for regular cash flow 
and systems on higher time frame with riding techniques for wealth 
creation. 


Price Following-Pattern Following 


The future is unknown and prediction is a different ball game. 
Prediction is not really important for successful trading; rather it can 
be harmful. The ability to handle different situations and be 
prepared for different outcomes is what is required. Flexibility and 
adaptability are to be learned and imbibed in trading techniques. 


It is our nature to assume things. Being a trader, it is not easy to 
avoid prediction or being opinionated on the markets. But beware of 
over-analysis; it is a disease. No theory is complete and no theory is 
completely foolish. If you do more analysis, you can always come up 
with a reason or an excuse to buy or exit immediately after buying. 
Trading can be done based on intuition or assumption but needs to 
be tempered by discipline and objective trading criteria. Predictions 
are good only if you don’t get obsessed with them or get biased. If 
not, they are a sure shot recipe for financial suicide. 


To quote Paul Rotter here, “A trader should have no opinion. The 
stronger your opinion, the harder it is to get out of a losing position.” 
Trend-following works on the simple philosophy of not guessing, 
and accepting that we don’t know what tomorrow holds. A trend 
follower would not think whether we have corrected too much or 
less. But remember, trend-following systems have large drawdowns; 
they are very easy to design but difficult to follow. 


There is nothing wrong in assuming things but it should be made 
executable. Study has proven that cycles exist. Though it is quite a 
complex subject and the cyclical phases and trends are visible 
everywhere. All these studies can be associated to simple price 
studies to only complement them. Associate all assumptions and 
analysis to price setups so that they can be traded. Otherwise, we 
will keep talking and gossiping about the markets but trading will 
not be successful. 


The view of two analysts, be it technical or fundamental, or 
economists for that matter, may not be the same, though they may 
be brilliant. Analyses are important, but they are assumptions and 
price is the reality. Rules based on price patterns can help in trading 
our assumptions better. 


Let me tell you a very small story. Ramesh is a good analyst 
friend of Suresh and he is excellent in prediction. He asked Suresh to 
sell a stock as he had a bearish view. The formation was still bullish 
and Suresh listened to him and waited for a bearish setup to take 
short trades. Ramesh is an experienced trader; he traded based on 
information but got stopped about twice while Suresh did not find 
the bearish pattern to sell. Eventually, Suresh found a bearish pattern 
and sold it. Ramesh did not enter the trade again but Suresh ended 
making money out the bearish view. 


All internal sources that looked so smart in bull markets melt 
down during bear markets. Trading every information with certain 
rules will make us survive in the long run. 


There is a question asked often: We may miss the first leg when 
we wait for the Buy signal or Follow-through on P&F charts, how can 
we avoid missing the first leg and try to catch them very early? I 
agree there can be a lag in entry, but this want to catch Tops and 
Bottoms is a dangerous game. Focus should be more on productivity 
or profitability of trades. I have seen some brilliant stock pickers 
who have bought a stock right at a bottom, but they ended up exiting 
very soon. A stock moves from 100 to 200 and someone gets it right 
at 100 but sells at 110. Another person may get in at 130 but keeps it 
till 180. What kind of approach will make money? Money is made by 
riding the swings, not by catching the Tops or Bottoms. A winning 
trade should not be exited until there is a good reason to do so. 


When price is trading Sideways, we want to know when and in 
which direction it will trend. When they are trending we want to 
know how far it will go. Embrace unpredictability as an opportunity; 
it is more profitable and makes trading better. Separate the analyst in 
you from the trader. Objective formations help both the trader and 
analyst in you co-exist in harmony and bring the best out of both 


personalities. Objectivity helps in curbing our emotions; the biggest 
winning trades appear when we are least comfortable in taking them. 


Have you seen people talking about some fictitious characters 
termed ‘They’ will take the market to some level and trap the retail 
traders. ‘They’ know everything is another common statement heard 
in market circles. I could never understand who constitute the ‘They’ 
category. Are ‘They’ operators, institutions and the big players? If we 
meant them, then they all don’t operate in unison and they also go 
wrong and their shops also get shut. It is wrong to assume that all big 
money is smart money or all of them collectively operate the 
markets. We describe the price pattern we observe and believe that 
‘They’ are creating it. “They’ is a figment of our imagination, and it is 
good for market gossip, but let’s not trade based on our imaginations 
when we have charts reflecting objective price patterns. 


The Best Strategy 


I often come across a question: You have told us so many things on 
P&F, what’s the best among all of them? You have done all these 
research, why do we do it again? You tell us the best working 
strategy and we will trade it. 


After a lot of practice and experience, I found the best strategy: It 
is the one that suits your style and approach. I often say you give me 
the world’s best system on 5 min candlestick chart and I will show 
you how to ruin it, because it is not meant for me. A pattern or 
method has no magic in itself. The magic is in practicing one of them 
consistently, and not getting distracted by noise. I work with lot of 
traders, and people successfully trade different methods. A system 
should suit your temperament so that you can execute it better; and 
knowing that by itself is a process. I could have picked a few 


strategies and written a book on how to make millions by trading 
them. I chose to have a comprehensive approach and provide you 
with many ideas on the subject to design a strategy that you are most 
comfortable with. 


It is not possible for anyone to implement everything even 
though it is understood. I concede that there is an element of art in 
trading, but let’s try to make it more of a science and as objective as 
possible. Consistent success in trading is possible only if trading is 
process-oriented. P&F charts are best suited for it. The patterns we 
discussed are objective in nature. Hence, they need no analytical 
skills, only execution needs to be focused upon. If your focus is on 
process, you can make money in the markets, but if focus is on 
money you may lose what you have. 


Let’s make it a process-oriented trading and engage in a profitable 
business. As great traders say, you should plan your trade and trade 
your plan. Below is a questionnaire you need to fill. 


Trading Plan 


T 


What time frame will I trade?: 

What box-value and reversal value will I trade?: 
My trading universe: 

My Entry setups: 

My Exit setups: 

My Re-entry setups: 

How much will I allocate per trade?: 


How much will I risk per trade?: 
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Will I use any hedging mechanism? If yes, what?: 


10. Maximum positions that I will keep open at a time?: 


11. 


12. 


13. 
14. 
15. 
16. 
17. 
18. 


If this is an intraday plan, how many trades will I take in a 
day?: 

If this is an intraday plan, what is the max loss that I will take 
per day?: 

What is the success rate and risk—reward ratio I expect?: 
What is the review period?: 

What is the weakness of this strategy?: 

What is the strength of this strategy?: 

What is the worst scenario if this strategy is traded?: 


Am I comfortable with the strategy rules?: 


There should be no ambiguity in answers. Answers like 
‘sometimes’ or ‘depends’ have no place in trading plans. They should 
give you clear instructions while executing the trades. Review this 
plan periodically and don’t tweak it often. We tend to tweak a plan 
easily and change it perhaps when it was most needed to be 
followed. 


Chapter 13 


FINALLY 


A question that I frequently come across: Is this chart better than bar 
or candlestick? And another amazing question: What is its success 
ratio? These charts are not better or inferior to other charts — they 
are just different. And I am not explaining a system here to talk 
about its success ratio. P&F is a charting method where many 
systems can be built, each having different performance. There are 
unique features of these charts and they can certainly complement 
every kind of method and technique. 


Tearing apart others’ work doesn’t prove us more intelligent. I 
don’t need to stress on the disadvantages of any other method to 
prove P&F better. A trader should take the best out of everything. 
The arguments of one-versus-other is a waste of time and energy. 
Positivity is an essential aspect of achieving peace in life and trading 
is no different. 


Charts never speak. Technical analysis is the best tool to regulate 
ourselves and manage the risk. After all, it teaches us what not to do, 
which is most important for successful trading. Success in trading 
has a lot to do with deciding what not to do. I think money is made 
not by doing something, but by not doing the rest of the things. It is 
not made by locking profits, but by booking losses. It is not made by 


precise entries, but by definite rule of exits. It is not made in one 
trade, but by practicing one technique consistently. 


Markets are dynamic with no single factor controlling them. It is 
absolutely not possible and not necessary to know everything that is 
happening around the globe to be able to trade them. Simple rules 
shall beat complicated models in the longer run. It is impossible for 
any analyst to factor in all the possibilities before predicting. In fact, 
even knowing all variables will only add to confusion. Hence, never 
use aggressive or fancy words if you provide recommendations or 
express opinions as it may harm the amateurs and yourself. There is 
always a probability associated with anything including success in 
trading. Associating a reason to something can create false beliefs. A 
lot depends on luck, which is not in our control. But a lot depends on 
practice and beliefs which can be controlled and worked upon. I 
stress on patterns not because they are most profitable but because 
they come with clear cut entry and exit mechanism. I find this the 
most important aspect of trading. 


Learn to have control over exits, which is stressed enough in this 
book. Make them as objective as possible and cut the crap. If you 
practice the techniques explained in the book, your ability to read 
the situation will improve. Lack of conviction stems from lack of 
practice. A good player knows the weakness of his techniques and 
develops the ability to handle it. Never change the approach 
depending upon the most recent results. Understand that the 
outcome of one trade is independent and will not influence the 
outcome of the next trade. Stop judging the methods based on a few 
trades and understand the implications of long-term thinking. 


Develop playful approaches. It is okay to miss the trend, or not 
being there on the trend day or not participating in a move. Markets 
are open every day offering infinite opportunities. Delete SGX Nifty 


from the equation and avoid staring at overnight market. Invest time 
in better things; it is important to have a balanced life and a life 
outside of markets. Time with family is more important than 
gossiping about markets. Discussion should be on techniques rather 
than trades. You must have seen many of the times that after a 
wonderful seminar on techniques, people ask speaker’s view on 
several stocks for the near term. The approach is short-term, which 
will lead one nowhere. I believe markets are enjoyed by practitioners 
and not by the tip seekers. 


No person can trade all the time and win. Take breaks. Stay out 
and don’t trade unless setup emerges. Willingness to be right all the 
time is dangerous; it is only possible for analysts and advisors. 
Observe more and trade less, people usually do otherwise. Don’t fish 
for the trade, let it come to you. Learn new things, absorb and evolve 
your technique. Learn trading from your shocks and surprises, best 
trades come when we are least prepared for them. With random 
bets, it is difficult to produce consistent results. It is not easy to let 
go a trade when the trend is changing, but over a period, I have 
understood the importance of letting go. Trading is all about 
managing risk, rewards are not in our control. Time spent in the 
middle is important, be it cricket or trading. Time in the trade is 
more important than timing the trade. Focus on setups, and ride the 
trade once taken. Let not noise affect your trades. Understand that 
application is an open opportunity rather than a conclusion. 


You can write to me at prashant.shah@definedge.com for 
feedback and discussion 


There are brilliant traders and analysts out there and they can do 
wonders with Point & Figure charts. I wish more books are written 
on different trading systems and methods on P&F charts. I would 
feel highly motivated and content even if you manage to find just 


one thing to take home from this book that can benefit you in some 
way. 


Understanding the market is a journey, not a destination. Read 
books mentioned in the Bibliography section for further study on 
the subject. What I have written is based on my learning from books, 
senior traders, colleagues and brilliant authors. I have filtered many 
things based on my practice and experience of trading over the 
years. Attempt has been made to keep it more relevant from the 
trading perspective. All mistakes in this work are entirely mine and 
credit of every good thing goes to the amazing practitioners who 
have worked so hard and kept the technique alive. 


Take up one idea. Make that one idea your life. Think of it. Dream of 
it. Live on that idea. Let the brain, muscles, nerves, every part of the 
body be full of that idea and just leave every other idea alone. This is the 
way to success — Swami Vivekananda 


— Prashant Shah 
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